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By any measure, 2007 was an extraordinary year for Glu Mobile, We launc Wéggﬁqh%qbw pﬂijcg@% in
March with the objectives of increasing our global presence through geograpit eXpaISIOmSceurmp-strens—ong-
term licenses and gaining market share. Our focus has remained unchanged, and through strong execution we have
been able to make significant progress on each of these objectives.

TO OUR STOCKHOLDERS:

We've deepened our presence in Europe and Latin America with the opening of Glu offices in Italy, Spain and Chile,
and created from scratch a world class development studio in China. We have long held the philosophy that our
success as a global mobile games publisher depends on our ability to develop a local presence in each key territory
in order to develop local relationships and understand the nuances of each market. We have already seen proof of
this simple proposition in our significant market share gains tn France subsequent to the opening of our offices
there, and in Italy, where new local management is lifting our share through their focused and local effort.

Near the end of the year, we completed the acquisition of MIG, the leading developer and publisher of mobite games
in China, and in doing so acquired the position of the number one games provider for China Mobile and its hundreds
of millions of subscribers, and added to our development capabilities in the local area. We are the only leading
global publisher of mobile games with a solid local presence in the burgeoning Chinese market. We are excited
about the growth prospects for this large market, and believe we are well positioned to maintain our leadership role.

We recently announced the completion of our Superscape acquisition which has bolstered our market position in the
U.S. and gives us 3D technology development capabilities, innovative marketing programs and a proven studio in
Mascow. These varied assets made Superscape a leader in the industry and will now be enlisted in our ongoing effort
to gain market share and increase our profitability.

As our market share and presence have grown, we have seen our success in obtaining key global brands increase. We
have added new titles to our portfolio and roadmap through new and expanded partnerships with licensors including
Microsoft, SEGA, Activision, Warner Bros., Dreamworks, Fox and Konami. We continue te announce new deals on
a ragular basis, such as our newest relationship with Fremantie Media for two of their most successful game shows,
The Price is Right and Family Feud. While some of these titles will not drive our revenues until later in 2008, the
general momenturn and expansion of our title plan has helped us to gain share against our competitors. We now are
the solid number two player in North America and, we believe, in South America as well. We are in a close battle for
that position in Europe and appear to have a strong lead over nearly all of our Western competitors in Asia-Pacific.

It’s been, in short, an exciting year of growth, challenges and changes. We fully expect that 2008 and 2009 will be
eqnally challenging but will also offer great opportunities for us to excel. The talented group of people at Glu who
make, sell and account for our tens of millions of downloaded games remain dedicated to being the leader in mobile
games and generating exceptional returns for our stockholders,

Sincerely,

T

L. Gregory Ballard
President, Chief Executive Officer and Director
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GLU MOBILE INC.

2207 Bridgepointe Parkway, Suite 230
San Mateo, California 94404

May 2, 2008

Dear Feliow Stockholder:

You are cordially invited to attend the Annual Meeting of Stockholders of Glu Mobile Inc. (“Glu” or
“Company™), to be held at the 2207 Bridgepeinte Parkway, San Mateo, California on June 3, 2008 at
10:00 a.m. Pacific Time (the “Annual Meeting™). At the Annual Meeting, you will be asked to vote upon two
proposals: the election of three Class I directors to serve until the third succeeding annual meeting and the
ratification of Glu’s independent registered public accounting firm for the 2008 fiscal year.

Accompanying this letter is the formal Notice of Annual Meeting, Proxy Statement and Proxy Card relating 1o
the Annual Meeting, as welil as Glu’s Annual Report to Stockholders for the year ended December 31, 2007. The
Proxy Statement contains important information concerning the matters to be voted upon at the Annual Meeting,
We hope you will take the time to study it carefully.

All stockholders of record at the close of business on April 21, 2008, (the “Record Date™} are entitled to vote at
thz Annual Meeting, and your vote is very important regardless of how many shares you own. Whether or not you
plan to attend the Annual Meeting, we urge you to submit your proxy as soon as possible. Instructions on the Proxy
Card will tell you how to submit your proxy over the Internet, by telephone or by returning your Proxy Card in the
enclosed postage-paid envelope. If you plan to attend the Annual Meeting and vote in person, and your shares are
held in the name of a broker or other nominee, as of the Record Date you must bring with you a proxy or letter from
the broker or nominee to confirm your ownership of such shares.

Sincerely,

Ny

L. Gregory Ballard
President, Chief Executive Officer and Director




GLU MOBILE INC.
2207 Bridgepointe Parkway, Suite 250
San Mateo, California 94404

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

NOTICE IS HEREBY GIVEN that an Annual Meeting of Stockholders of Glu Mobile Inc., a Delaware
corporation (“Glu” or the “Company™), will be held on June 3, 2008, at 10:00 a.m. Pacific Time, at 2207
Bridgepeinte Parkway, San Mateo, California (the “Annual Meeting”). At the Annual Meeting, our stockholders
will be asked to consider and vote upon:

1. The election of three Class I directors to serve on our Board of Directors, each to serve until the
Company's annual meeting of stockholders to be held in 2011 and until his or her successor is elected and
qualified, or until his or her death, resignation or removal.

2. Rauification of the appointment of PricewaterhouseCoopers LLP as the Company’s independent
registered public accounting firm for the fiscal year ending December 31, 2008.

3. Transaction of such other business as may properly come before the Annual Meeting or before any
adjournments or postponements thereof,

Only stockholders of record of our common stock at the close of business on April 21, 2008 are entitled to
notice of, and to vole at, the Annual Meeting or any adjournments or postponements thereof,

TO ENSURE THAT YOUR SHARES ARE REPRESENTED AT THE ANNUAL MEETING, YOU ARE
URGED TO SUBMIT YOUR PROXY OVER THE INTERNET, BY TELEPHONE OR BY COMPLETING.
DATING AND SIGNING THE ENCLOSED PROXY CARD AND MAILING IT PROMPTLY IN THE
ENCLOSED POSTAGE-PAID ENVELOPE, WHETHER OR NOT YOU PLAN TO ATTEND THE ANNUAL
MEETING IN PERSON. YOU CAN WITHDRAW YOUR PROXY AT ANY TIME BEFORE IT IS VOTED,

By Order of the Board of Diréctors,

Zm; [ |

Kevin S. Chou
Vice President, General Counsel and Secretary

San Mateo, California
May 2, 2008

IMPORTANT NOTICE
PLEASE VOTE YOUR SHARES PROMPTLY

sl
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GLU MOBILE INC.,

2207 Bridgepointe Parkway, Suite 250
San Mateo, California 94404

PROXY STATEMENT

This Proxy Statement is being furnished to the stockholders of Glu Mabile Inc., a Delaware corporation (“Glu”
or the “Company”), in connection with the solicitation of proxies by our Board of Directors for use at the Annual
Meeting of Stockholders to be held on June 3, 2008, at 10:00 a.m. Pacific Time, at 2207 Bridgepointe Parkway,
San Mateo, California, and at any adjournments or postponements thereof (the “Annual Meeting™). At the Annual
Meeting, holders of our common stock will be asked 1o vote vpon: (i) the election of three Class I directors ta serve
until the Company’s annual meeting of stockholders to be held in 2011; (ii} and the ratification of Pricewaterhou-
seCoopers LLP as our independent registered public accounting firm for the fiscal year ending December 31, 2008;
and (iii) any other business that properly comes before the Annual Meeting, or any adjournments or postponements
thereof.

The Annual Meeting will also be webcast over the Internet, available at www.glu.com/companyinfo.

This Proxy Statement and the accompanying Proxy Card are first being mailed to stockholders on or
about May 2, 2008. The address of our principal executive offices is 2207 Bridgepointe Parkway, Suite 250,
San Mateo, California 94404,

VOTING RIGHTS AND PROXIES

Record Date; Outstanding Shares; Quorum

Cnly holders of record of our common stock at the close of business on April 21, 2008 (the “Record Date™) will
be entitled to notice of and to vote at the Annual Meeting. As of the close of business on the Record Date, there were
29,347,658 shares of our common stock outstanding and entitled to vote, held of record by 210 stockholders.

Pursuant to our Bylaws, a majority of the outstanding shares of commaon stock, present in person or by proxy,
wili constitute a quorum for the transaction of business. Each of our stockholders is entitled to one vote for each
share of common stock held as of the Record Date. For ten (10) days prior to the Annual Meeting, a complete list of
stockbolders entitied to vote at the Annual Meeting will be avatlable for examination by any stockholder, for any
purpose germane to the meeting, during ordinary business hours at our principal executive office at 2207
Bridlgepointe Parkway, Suite 250, San Mateo, California 94404,

Voting of Proxies; Revecation of Proxies; Votes Required

Stockholders are requested to complete, date, sign and return the accompanying Proxy Card in the enclosed
postage-paid envelope. All properly executed, returned and unrevoked proxies will be voted in accordance with the
instructions indicated thereon. Executed but unmarked proxies will be voted FOR each director nominee listed
on the Proxy Card and FOR the ratification of our independent registered public accounting firm for the
fiscal year ending December 31, 2008. The Board of Directors does not know of, and does not intend to bring, any
business before the Annual Meeting other than that referred to in this Proxy Statement and specified in the Notice of
Annual Meeting. As to any other business that may properly come before the Annual Meeting, including any motion
made: for adjournment of the Annual Meeting (including for purposes of soliciting additional votes), the Proxy Card
will confer discretionary authority on the proxies (who are persons designated by the Board of Directors) to vote all
shares covered by the Proxy Card in their discretion. Any stockholder who has given a proxy may revoke it at any
time before it is exercised at the Annual Meeting by (1) filing a written notice of revocation with, or delivering a duly
executed proxy bearing a later date to, the Secretary of Glu, 2207 Bridgepointe Parkway, Suite 250, San Mateo,
California 94404 or (ii) attending the Annual Meeting and voting in person (although attendance at the Annual
Meeting will not, by itself, revoke a proxy).

Director elections are determined by a plurality of shares of common stock represented in person or by proxy
and voting at the Annual Meeting. Approval of Glu’s our independent registered pubtic accounting firm for the 2008
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fiscal year each require the affirmative vote of a majority of the shares of common stock, represented in person or by
prexy, and entitled to vote on the matter.

Effect of Abstentions

If an executed proxy is returned and the stockholder has specifically abstained from voting on any matter, the
shares represented by such proxy will be considered present at the Annual Meeting for purposes of determining a
quorum and for purposes of calculating the vote, but will not be considered to have been voted in favor of such
matter. As such, an abstention will have the effect of a vote against ratification of independent registered public
accounting firm, PricewaterhouseCoopers LLP, for the fiscal year ending December 31, 2008.

Effect of “Broker Non-Votes”

If an executed proxy is returned by u broker, bank or other agent holding shares in street name that indicates
that the broker does not have discretionary authority as to certain shares to vote on a proposal (“broker non-votes™),
such shares will be considered present at the Annual Meeting for purposes of determining a quorum on ali
proposals, but will not be considered to be entitled to vote on and thus will have no effect on the outcome of such
proposal.

Voting Electronically via the Internet or by Telephone
General Information for all Shares Voted Via the Internet or by Telephone

Stockholders whose shares are registered in their own name may choose to grant a proxy to vote their shares
either via the Internet or by telephone. The laws of Delaware, under which we are incorporated, specifically permits
electronically transmitted proxies, provided that each such proxy contains or is submitted with information from
which the inspector of elections can determine that such proxy was authorized by the stockholder.

The Internet and telephone voting procedures set forth below, as well as on the enclosed Proxy Card, are
designed to authenticate stockholders’ identitics, to allow stockholders to grant a proxy to vote their shares and to
confirm that stockholders’ voting instructions have been properly recorded. Stockholders granting a proxy to vote
via the Internet should understand that there may be costs associated with electronic access, such as usage charges
from Internet access providers and telephone companies, which must be borne by the stockholder.

For Shares Registered in Your Name

Stockholders of record may go to http://www.voteproxy.com to grant a proxy to vote their shares by means of
the Internet. They will be required to provide the control number contained on their Proxy Cards. The voter will then
be asked to complete an electronic proxy card. Any stockholder using a touch-tone telephone may also grant a proxy
to vote shares by calling 1-800-776-9437 and foilowing the recorded instructions.

You may use the Internet to vote your proxy 24 hours a day, seven days a week, until 11:59 p.m. Eastern Time
(8:59 p.m. Pacific Time) on June 2, 2007. You may use a touch-tone telephone to vote your proxy 24 hours a day,
seven days a week, until 11:59 p.m. Eastern Time (8:59 p.m. Pacific Time) June 2, 2008. Submitting your proxy via i
the Internet or by telephone will not affect your right to vote in person should you decide to attend the Annual i
Meeting.

For Shares Registered in the Name of a Broker or Bank

Most beneficial owners whose shares are held in street name receive voting instruction forms from their banks,
brokers or other agents, rather than Glu's Proxy Card.

If on the record date, your shares were held, not in your name, but rather in an account at a brokerage firm, bank
or other agent, then you are the beneficial owner of shares held in “street name” and these proxy materials have been
forwarded to you by your broker, bank or other agent. The broker, bank or other agent holding your account is
considered to be the stockholder of record for purposes of voting at the annual meeting.




As a beneficial owner, you have the right to direct your broker, bank or other agent on how to vote the shares in
your account. You are also invited to attend the annual meeting. However, since you are not the stockholder of
rzcord, you may not vote your shares in person at the meeting unless you request and obtain a valid proxy issued in
your name from your broker, bank or other agent.

Solicitation of Proxies and Expenses

We will bear the cost of the solicitation of proxies from our stockholders in.the enclosed form. Our directors,
officers and employees, without additional compensation, may solicit proxies by mail, telephone, letter, facsimile,
electronically or in person. Following the original mailing of the proxies and other soliciting materials, we will
request that brokers, custodians, nominees and other record holders forward copies of the proxy and other soliciting
materials to persons for whom they hold shares of common stock and request authority for the exercise of proxies. In
such cases, we will reimburse such record holders for their reasonable expenses incurred for forwarding such
materials.

Delivery of this Proxy Statement

]
The Securities and Exchange Commission has adopted rules that permit companies and intermediaries (for

example, brokers) to satisfy the delivery requirements for annual reports and proxy statements with respect to two or
more security holders sharing the same address by delivering a single annual report and proxy statement addressed
to those security holders. This process, which is commonly referred to as “householding,” potentially means extra
cenvenience for securityholders and cost savings for companies.

A number of brokers with account holders whe are our siockholders will be “householding” our proxy
muiterials. A single annual report and proxy statement will be delivered to multiple stockholders sharing an address
unless contrary instructions have been received from the affected stockholders. Once you have received notice from
your broker or us that they will be “householding” communications to your address, “householding” will continue
until you are notified otherwise or until you revoke your consent. We will deliver promptly upon request a separate
copy of the annual report or proxy statement to a security holder at a shared address to which a single copy of the
documents was delivered. If, at any time, you no longer wish to participate in “householding” and would prefer to
receive a separate annual report and proxy statement, please notify your broker and direct your written request 10
Glu Mobile Inc., Attention: Corporate Secretary, 2207 Bridgepointe Parkway, Suite 250, San Mateo, California
94404, or contact our Corporate Secretary at (650) 532-2400.

Stockholders who currently receive multiple copies of the proxy statement at their address and would like to
request “householding”™ of their communications should contact their broker,

A copy of our Annual Report on Form 10-K for the fiscal year ended December 31, 2007, including the
financial statements, schedule, list of exhibits and any exhibit specifically requested, filed with the Securities
and Exchange Commission is available without charge upon written request to: Corporate Secretary, Glu
Mobile Inc., 2207 Bridgepointe Parkway, Suite 250, Sah Mateo, California 94404,

ELECTION OF DIRECTORS
{Item No. 1 on the Proxy Card)

Our Board of Directors currently consists of eight directors. Our Amended and Restated Certificate of
Incorporation and Bylaws provide for a classified Board of Directors, divided into three classes. At each annual

. meeting of stockholders, successors to the class of directors whose term expires at that annual meeting will be

elected for a term to expire at the third succeeding annual meeting, The individuals so elected will serve until their
successors are elected and qualified. This year the terms of our Class I directors, currently consisting of Richard A.
Moran, Hany M. Nada and Sharon L. Wienbar, will expire at the Annual Meeting. At the Annual Meeting, holders
of common stock will be asked to vote on the election of three directors as Class I directors, whose current terin will
expire at our 2008 Annual Meeting.
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The Board of Directors has nominated Richard A. Moran, Hany M. Nada and Ellen Siminoff to serve as Class |
directors for a three-year term that is expected to expire at Glu’s annual meeting in 2011, or until their earlier
resignation or removal (the “Board’s Nominees™). You can find the principal occupation and other information
about the Board’s Nominees, as well as other Board members, below.

Two of the continuing directors are Class I directors, whose terms will expire at our 2009 annual meeting, and
three of the continuing directors are Class 111 directors, whose terms will expire at our 2010 annual meeting.

The election of Class I directors will be determined by the three nominees receiving the greatest number of
votes from shares eligible to vote. Unless a stockholder signing a proxy withholds authority to vote for one or more
of the Board's Nominees in the manner describecl on the proxy, each proxy received will be voted for the election of
each of the Board’s Nominees. In the event that any nominee is unable or declines to serve as a director at the time of
the Annual Meeting, the proxies will be voted for the nominee or nominees who shall be designated by the present
Board of Directors to fill the vacancy. We are not aware that any of the nominees will be unable or will decline to
serve as a director.

There are no family relationships between any of our directors, nominees or executive officers. There are also
no arrangements or understandings between any director, nominee or executive officer and any other person
pursuant to which he or she has been or will be selected as a director and/or executive officer.

THE BOARD OF DIRECTORS RECOMMENDS THAT STOCKHOLDERS VOTE FORTHE ELECTION
OF RICHARD A. MORAN, HANY M. NADA AND ELLEN SIMINOFF AS CLASS I DIRECTORS.

Information Regarding Our Nominees and Directors

The following table lists the nominees and current members of the Board of Directors by class, their ages as of
April 1,2008 and current positions with Glu. Biographical information for each nominee and/or director is provided
below.

Nominees for Class I Directors

Name Age Position

Class I Directors {whose terms expire (if
elected) at the 2011 annual meeting):

Richard A. Moran{a) . . ............. 57 Director
Hany M. Nada(c) ................. 39 Director
Ellen Siminoff*. . .. ............... 40 Director

Continuing Directors
Class IT Directors (whose terms will
expire at the 2009 annual meeting):
Ann Mather{c). ........... ... . ... 47  Director
Daniel L. Skaff(c) ................. 48 Lead Independent Director

Class Il Directors (whose terms expire
at the 2010 annual meeting):

L. Gregory Ballard. ... .. ......... 54  President, Chief Executive Officer and Director
William J. Miller{a). . . .. ........... 62 Director
A. Brooke Seawell(b) .............. 60  Director

{a) Member of the Compensation Committee

(b) Member of the Nominating and Governance Comimittee




(cy Member of the Audit Committee

* Effective upon the election of the nominee as a director, Ellen Siminoff will be a member of the Compensation
Committee and the Nominating and Governance Committee.

Biographies
Nominees for Class I Directors

Richard A. Moran has served on our Board of Directors since May 2002. He has served as a Partner of Venrock
Associates since January 2007. He served as Chairman of the board of directors of Portal Software, Inc. from
February 2003 until Portal was sold to Oracle Corporation in July 2006. Also, since January 2002, he has served as
Chief Executive Officer of Moran Manor and Vineyards LLL.C. From April 1996 to May 2002, Mr. Moran served as a
Partner at Accenture Inc. (formerly Anderson Consulting LLP), focusing on media and entertainment. He also
serves on the boards of directors of PodTech Network, Inc., TwoFish, inc., TurnHere Inc. and the National
Association of Corporate Directors, Northern California Chapter. Mr. Moran is the author of several books on
business and management. Mr. Moran holds a B.A. in English from Rutgers College, an M.A. in personnel
administration from Indiana University and a Ph.D. in organizational behavior/higher education from Miami
University (Ohio).

Hany M. Nada has served on our Board of Directors since April 2005. Mr. Nada co-founded Granite Global
Ventures in 2000 and has served as a Managing Director since its inception. He has also served as Managing
Director and Senior Research Analyst at Piper Jaffray & Co., specializing in Internet software and e-infrastructure.
Mr. Nada also serves on the boards of directors of OneWave Technologies, Inc., Accruent, Inc., Vocera Com-
munications, Inc., WildTangent, Inc., Blue Casa Communications and Endeca Technologies, Inc. Mr. Nada holds a
B.5. in economics and a B.A. in political science from the University of Minnesota.

Ellen Siminoff will serve on our Board of Directors upon her election as a director. Since March 2008,
Ms. Sminoff has served as Chief Executive Officer of Shmoop University, Inc., an education-based web publishing
company. From March 2004 to March 2008, Ms. Siminoff served as the Chief Executive Officer of Efficient
Frontier, Inc., a provider of paid search engine marketing solutions. From 1996 to 2002, Ms. Siminoff served in
various capacities at Yahoo!, including as Senior Vice President of Entertainment and Small Business and Senior
Vice President of Corporate Development. Ms. Siminoff also serves on the board of directors of Journal
Broadcasting and U.S. Autoparts, and privately-held companies, including Efficient Frontier, Inc. Ms. Siminoff
holds an A.B. degree in economics from Princeton University and an M.B.A. from Stanford University.

Continuing Directors

L. Gregory Ballard has served as our President, Chief Executive Officer and director since September 2003.
Prior to joining us, Mr. Ballard consulted for Virgin USA, Inc. from April 2003 to September 2003, Prior to then, he
served as Chief Executive Officer at SONICblue Incorporated, a manufacturer of ReplayTV digital video recorders
and Rio digital music players, from August 2002 to April 2003, and as Executive Vice President of Marketing and
Product Management at SONICblue from April 2002 to August 2002. Between July 2001 and Apnl 2002,
M:. Ballard worked as a consultant. Mr. Ballard served as Chief Executive Officer of MyFamily.com, Inc., a
subscription-based Internet service, from January 2000 to July 2001. Previously, he served as Chief Executive
Officer or in another senior executive capacity with 3dfx Interactive, Inc., an advanced graphics chip manufacturer,
Wamner Custom Music Corp., a division of Time Warner, Inc., Capcom Entertainment, Inc., a developer and
publisher of video games, and Digital Pictures, Inc., a video game developer and publisher. Mr. Ballard also serves
as an advisor to LaunchBox Digital. Mr. Ballard holds a B.A. degree in political science from the University of
Redlands and a J.D. from Harvard Law School.

Ann Mather has served on our Board of Directors since September 2005. From September 1999 (o May 2004,
Ms. Mather was Executive Vice President and Chief Financial Officer for Pixar Animation Studios In¢. From 1992
to July 1999, she held various executive positions at The Walt Disney Company, including Senior Vice President of
Finance and Administration for its Buena Vista International Theatrical Division. Prior to then, she served in various
roles with Alico, a division of AIG, Inc., Polo Ralph Lauren Europe’s retail operations, Paramount Pictures
Corporation and KPMG in London. Ms. Mather also serves on the boards of directors of Google Inc., where she is a
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member of its audit committee, Central European Media Enterprises Ltd., where she is on its audit and related party
committees, Ariat International, Inc., Wine Network, Inc, and Zappos.com, Inc. She also served as a director of
Shopping.com {rom May 2004 until it was acquired by Ebay in August 2005, where she was chair of its audit
committee and a member of its corporate governance and nominating committce. Ms. Mather holds an M.A. from
Cambridge University in England.

On April 23, 2008, Ms. Mather was advised by the staff of the Los Angeles office of the Securities and
Exchange Commission (SEC) that it intends to recommend that the SEC initiate a civil proceeding against her,
alleging violation of various federal securitics laws and regulations related to certain employee stock option
transactions involving her former employer, Pixar Animation Studios. The staff’s recommendation arises out of
Ms. Mather’s prior employment as Chief Financial Officer of Pixar, and not her service as a director or chair of the
Audit Committee of Glu.

William J. Miller has served on our Board of Directors since January 2007. Mr. Miller has acted as an
independent director and adviser to a number of technology companies since November 1999. From April 1996
until his retirement in November 1999, Mr. Miller served as Chairman of the Board of Directors and Chief
Executive Officer of Avid Corporation, a provider of digital tools for multimedia companies, where he also served
as President from September 1996 to January 1999. Prior to then, he served as Chief Executive Officer and
Chairman of the Board of Quantum Corporation, a data storage manufacturer, and in various positions at Control
Data Corporation, a computer and data services company, most recently as Executive Vice President and President,
Information Services. Mr. Miller serves as a director of NVIDIA Corporation, Waters Corporation, Digimarc
Corporation, Overland Storage, Inc., and Viewsonic Corporation. Mr. Miller holds a B.A. in speech communi-
cations and a J.D. from the University of Minnesota.

A. Brooke Seawell has served on our Board of Directors since June 2006. Since January 2005, Mr. Seawell has
served as a Venture Partner at New Enterprise Associates, focusing on software and semiconductor investments.
From February 2000 to December 2004, he served as a Partner at Technology Crossover Ventures. Prior to joining
TCV, Mr. Seawell worked in senior executive positions with NetDynamics, Inc., an application server software
company, and Synopsys Inc., an electronic design automation software company. Mr. Seawell also serves on the
boards of directors of NVIDIA Corporation, Informatica Corporation, SiTime Corporation and Telegent Systems.
In addition, Mr. Seawell is an observer on the boards of directors of Tabula Inc. Mr. Seawell holds a B.A. in
economics from Stanford University and an M.B A. from the Stanford Graduate School of Business.

Daniel L. Skaff has served on our Board of Directors since December 2001 and has served as our iead
independent director since June 2005, Mr. Skaff is the founder of Sienna Ventures, a venture capital firm, and has
served as its Managing Partner since its inception in June 2000. He also co-founded Pon North America Inc., a
distribution company, and served as its Chairman from May 1998 to May 2001. Mr. Skaff also is a founding investor
and lead director of Protocol Communications Inc., a call center and integrated marketing services business, where
he served as a director from June 1998 to December 1999. He is currently on the investment committee of the Marin
Community Foundation, a large charitable organization, and is a founding advisory board member of Northstar
Capital LLC, a subordinated debt fund based in Minneapolis. Mr. Skaff also serves on the boards of directors of
EBT Mobile Ching, Plc, Epana Networks, Inc,, Farmacia Remedios and Potenco, Inc. Mr. Skaff holds an A.B. in
economics with honors from Harvard University and an M.B.A. from the Wharton School, University of
Pennsylvania, where he was a Wharton Fellow.

Board Meetings, Committees and Corporate Governance

The Board of Directors had eleven meetings during 2007 and acted by unanimous written consent on one other
occasion. During 2007, each incumbent director attended at least 75% of the aggregate number of (i) the meetings of
the Board of Directors and (ii) the meetings of the committees on which he or she served (during the periods that he
or she served). Qur Board of Directors has determined that all of our Board members other than Mr. Ballard are
independent, as determined under the rules of the NASDAQ Stock Market. Our Board of Directors has established
three committees of the Board that are currently in place: the Audit Committee, Compensation Committee and
Nominating and Governance Committee.




Audit Committee

The Audit Committee currently consists of three of our outside directors, Ms. Mather, who is chair of the Audit
Committee, and Messrs. Nada and Skaff. The composition of our Audit Committee meets the requirements for
independence under the current NASDAQ Stock Market and SEC rules and regulations, including their transitional
rules. Each member of our Audit Committee is financially literate. Qur Board of Directors has determined that
Ms, Mather and Mr, Skaff are “audit committee financial experts” as defined in Item 407(d) of Regulation S-K. All
audit services to be provided to us and all permissible non-audit services, other than de minimis non-audit services,
to be provided to us by our independent registered public accounting firm will be approved in advance by our Audit
Committee. Our Audit Committee recommended, and our Board of Directors has adopted, an amended and restated
charter for our Audit Committee, which has been posted on our website at http:/fwww.glu.com/corp/pages/
investors.aspx. Our Audit Committee, among other things:

« selects a firm to serve as an independent registered public accounting firm to audit our financial statements;
* helps to ensure the independence of the independent registered public accounting firm,

» discusses the scope and results of the audit with the independent registered public accounting firm, and
reviews, with management and that firm, our interim and year-end operating results;

+ develops procedures for employees to submit anonymously concerns about questionable accounting or audit
matters;

*» considers the adequacy of our internal accounting controls and audit procedures; and

= approves or, as permitted, pre-approves all audit and non-audit services to be performed by the independent
registered public accounting firm.

The Audit Committee met eleven times during the 2007 fiscal year, including meetings with our independent
registered public accounting firm to review our quarterly and annual results, The Audit Committee operates
pursuant to the Audit Committee charter.

Compensation Committee

The Compensation Committee currently consists of three of our outside directors, Mr. Miller, who is the chair
of the Compensation Committee, Mr, Moran and Ms. Wienbar. Effective upon election as a director, Ms. Siminoff
will be a member of the Compensation Committee. The composition of our Compensation Cominittee meets the
requirements for independence under the current NASDAQ Stock Market and SEC rules and regulations. The
purpose of our Compensation Committee is to discharge the responsibilities of our Board of Directors relating to
compensation of our executive officers. Our Compensation Committee, among other things

* reviews and determines the compensation policy for our executive officers;
» administers our stock and equity incentive plans;

* reviews and makes recommendations to our Board of Directors with respect to incentive compensation and
equity plans; and

« establishes and reviews general policies relating to compensation and benefits of our emplovees.

The Compensation Committee considers the recommendations of the Chief Executive Officer and our human
resources department in its executive officer compensation decisions.

The Compensation Committee operates pursuant to the Compensation Committee charter. Under its charter,
which has been posted on our website at http://www.glu.com/corp/pages/investors.aspx, the Compensation
Committee has authority to retain compensation consultants, outside counsel and other advisors that the committee
deems appropriate, in its sole discretion, to assist it in discharging its duties, and to approve the terms of retention
and fees to be paid to such consultants. The Compensation Committee has retained Compensia Inc. (“Compensia”™),
ai executive compensation consulting firm, to assist the committee in establishing the compensation structure for
our executive officers for 2007 and 2008. During 2007, Compensia’s assignments for the Compensation Committee
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included providing competitive data and business and technical considerations, reviewing and analyzing the peer
group data and other benchmarks used by the Compensation Committee in establishing the compensation structure
" for our executive officers, and general execulive compensation consultation services.

The Compensation Committee met six times during the 2007 fiscal year and acted by unanimous written
consent on three other occasions.

Nominating and Governance Committee

The Nominating and Governance Committee currently consists of two of our outside directors, Mr. Seawell,
who is the chair of the Nominating and Governance Committee, and Ms. Wienbar, Effective upon election as a
director, Ms. Siminoff will be a member of the Nominating and Governance Committee. The composition of our
Nominating and Governance Committee meets the requirements for independence under the current NASDAQ
Stock Market and SEC rules and regulations. Our Nominating and Governance Committee, among other things:

+ jdentifies, evaluates and recommends nominees to our Board of Directors and committees of our Board of
Directors;

* conducts searches for appropriate directors;
« evaluates the performance of our Board of Directors;

* considers and makes recommendations 0 our Board of Directors regarding the composition of our Board of
Directors and its committees;

+ reviews related party transactions and proposed waivers of our code of conduct;

* reviews developments in corporate governance practices;

= evaluates the adequacy of our corporate governance practices and reporting; and

+ makes recommendations to our Board of Directors concerning corporate governance matters.

The Naominating and Governance Commitiee met two times during the 2007 fiscal year and acted by
unanimous written consent on one other occasion. The Nominating and Governance Committee operates pursuant
to the Nominating and Governance Committee charter.

The Nominating and Governance Committee will consider nominees recommended by stockholders for
election as directors. If a stockholder would like to recommend a director candidate for the next annual meeting, the
stockholder must deliver the recommendation in writing to the Corporate Secretary, Glu Mobile Inc., 2207
Bridgepointe Parkway, Suite 250, San Mateo, California 94404. The recommendation must be submitted not less
than 75 days nor more than 105 days prior to the first anniversary of the date of the immediately preceding annual
meeting of stockholders. Evaluations of candidates generally involve a review of background materials, internal
discussions and interviews with selected identified candidates as appropriate. In conducting its review and
evaluation, the Nominating and Governance Committee may solicit the views of management, other members
of the Board and other individuals it believes may have insight into a candidate’s qualifications and the needs of the
Board and its committees. Candidates for the Board of Directors are generally selected based on desired skills and
experience in the context of the existing composition of the Board and needs of the Board and its committees at that
time, including the requirements of applicable SEC and NASDAQ rules. The Nominating and Governance
Committee will consider these needs and further evaluate each candidate’s qualifications based on their indepen-
dence, integrity, collegiality, diversity, skills, financial, technicai, operational and other expertise and experience,
breadth of experience, practical wisdom, judgment, knowledge about our business or industry, personal and
professional ethics, availability and commitment to representing and enhancing the long-term interests of our
stockholders. From time to time, the Nominating and Governance Committee may also identify and consider other
factors that reflect our environment as it evolves or that it believes will otherwise contribute to the Board's overall
effectiveness and our success. The Nominating and Governance Committee does not assign specific weights to
particular criteria. and no particular criterion is necessarily applicable to all candidates, and will choose candidates
to recommend for nomination based on the specific needs of the Board and Glu at that time. Although the
Nominating and Governance Committee uses these and other criteria as appropriate to evaluate candidates, the




Nominating and Governance Committee has no stated minimum criteria for candidates. Final approval of nominees
10 be presented for election is determined by the full Board.

The Nominating and Governance Committee recommended to the Board that Messrs. Moran and Nada and
Ms. Siminoff be neminated to serve as Class I directors. .

The Board has designated Mr. Skaff as its lead independent director. The lead independent director presides at
all meetings of the Board, including executive sessions of non-management or independent directors. This director
also calls meetings of the independent or non-management directors and provides agendas for such meetings. In
addition, he serves as liaison between the Chief Executive Officer and the independent and non-management
directors and provides input regarding information sent to the Board. He also provides input regarding meeting
agendas for the Board, consults with the committee chairs regarding agendas of committee meetings, provides
advice with respect to the selection of committee chairs, interviews Board candidates and makes recommendations
to the Nominating and Governance Committee. He may also perform other duties as the Board may from time to
tirne delegate 1o assist the Board in the fulfillment of its responsibilities.

Communications with Directors

Stockholders and employees may communicate with the Board by sending an email to bod@glu.com, or by
sending written correspondence to: Board of Directors, c/o Corporate Secretary, Glu Mobile [nc., 2207 Bridge-
pointe Parkway, Suite 250, San Mateo, California 94404, Communications are distributed to the Board, or to any
individual directors as appropriate, depending on the facts and circumstances outlined in the communication. The
Board has instructed the Corporate Secretary to review all correspondence and to determine, in his or her discretion,
whether matters submitted are appropriate for Board consideration. In particular, the Board has directed that
communications such as product or commercial inquiries or complaints, resume and other job inquiries, surveys and
general business solicitations or advertisements should not be forwarded to the Board. In addition, material that is
unduly hostile, threatening, illegal, patently offensive or similarly inappropriate or unsuitable will be excluded, with
the provision that any communication that is filtered out must be made available to any non-management director
upon request. The Corporate Secretary may forward certain communications elsewhere in the company for review
and possible response.

We encourage directors to attend our annual meetings of stockholders but do not require attendance.

Director Compensation

The Compensation Committee and the Nominating and Governance Committee evaluate the appropriate level
and form of compensation for non-employee directors and recommend changes to the Board when appropriate. In
connection with our initial public offering (“IPO™), the Board adopted the following policy with respect to the
compensation of non-employee directors:

* Non-employee directors receive an annual retainer of $20,000, provided that until the first annual meeting of
stockholders following the IPO, directors who are affiliated with one of our principal stockholders are not
eligible for this annval base compensation;

The lead independent director receives additional annual compensation of $15,000;
= The chair of the Audit Committee receives additional annual compensation of $15,000;
= The chair of the Compensation Committee receives additional annual compensation of §15,000;

* The chair of the Nominating and Governance Committee receives additional annual compensation of
$5,000; and

« Each non-employee director receives additional annual compensation of $5,000 for service on each of the
Audit Committee, Compensation Committee or Nominating and Governance Committee, other than as
chair. )

Alil cash compensation to directors will be paid in quarterly instaliments upon continuing service, We also
re:mburse our directors for reasonable expenses in connection with attendance at Board and committee meetings.

AR




In connection with our TPO, each non-employee director, other than Ms. Mather and Mr. Moran who had
previously received an initial equity compensation award and consequently received smaller awards, received an
initial equity award of, at that director’s discretion, either an option to purchase 33,333 shares of our commion stock
or a grant of 11,000 shares of restricted stock, which in either case vested as to 16%% of the shares after six months
and thereafter vested and will vest pro rata monthly for the next 30 months. Ms. Mather and Mr, Moran had a choice
of either an option to purchase 11,000 shares of our common stock or a grant of 3,666 shares of restricted stock,
which in either case vested as to 50% of the shares after six months and thereafter vested pro rata monthly for the
next six months. Mr. Moran chose to receive an option to purchase 11,000 shares of our common stock and
Ms. Mather chose to receive a grant of 3,666 shares of restricted stock.

Each year at about the time of our annual meeting of stockholders, each non-employee director will receive an
additional equity award of, at that director’s discretion, either a grant of a number of shares of restricted stock with a
then fair market value equal to $50,000 or an option to purchase three times as many shares of our common stock, in
either case vesting pro rata monthly over one year. '

Each new non-employee director will receive an initial equity award of, at that director’s discretion, either a
grant of a number of shares of restricted stock with a then fair market value equal to $150,000 or an option to
purchase three times as many shares of our common stock, in either case vesting as to 16%% of the shares after six
months and thereafter vesting pro rata monthly over the next 30 months.

We do not provide compensation to Mr. Ballard for his service on our Board of Directors because he is an
officer of the Company.

The following table sets forth certain information with respect to compensation awarded to, eamed by or paid
to each person who served as a non-employee director during the fiscal year ended December 31, 2007.

Fees Earned

or Paid in Stock Option

Cash Awards Awards Total
Name $ $ ($)1)2)(3) (%)
Richard A. Moran. . .. .. ... ... ... .. $18.535 —  $67,193 $85,728
Hany M. Nada . ....... ... ... ... .. ... .... 2,648 — 59,333 61,981
Ann Mather .. ... .o o 18,535 $32,756 — 51,291
Daniel L. Skaff. . ............ ... ... ... ... 7,944 — 59,333 67,277
William J. Miller . ......... ... .. ... .. .... 13,239 S — 59,333 75.572
A, Brooke Seawell ., .. ... ... L L. 5,205 — 59,333 64,628
Sharon L. Wienbar . ... ........ ... ... ... ... 5,295 — 59,333 64,628

(1) The amounts in this column represent amounts recognized as compensation expense for financial statement
reporting purposes in 2007 in accordance with SFAS No. 123R in connection with all of the options held or
previously exercised by the director.

(2) The fair value of options granted to the directors during 2007 under FAS 123R are as follows: Mr. Moran:
$67,193; Mr. Nada: $59,333; Mr. Skaff: $59,333; Mr. Miller: $59,333; Mr. Seawell: $59,333 and Ms. Wienbar:
$59,333.

(3) The aggregate number of outstanding stock awards and stock options held by the directors at the end of fiscal
2007 was as follows: Mr. Moran: 26,000 stock options; Mr. Nada: 33,333 stock options; Ms. Mather:
916 unvested stock awards and 75,000 stock options; Mr. Skaff: 33,333 stock options; Mr. Miller: 33,333 stock
options; Mr. Seawell: 33,333 stock options and Ms. Wienbar: 33,333 stock options.

Compensation Committee Intertocks and Insider Participation

The Compensation Committee is comprised of Messrs. Miller and Moran and Ms. Wienbar, each of whom isa
non-employee director. No member is or has been an officer or employee of Glu or any of its subsidiaries and there
are no other relationships between committee members and Glu or any other company that are required to be
disclosed under this caption by the regulations of the Securities and Exchange Commission.
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Section 16(a) Beneficial Ownership Reporting Compliance |

Section 16 of the Exchange Act requires our directors and certain of our officers, and persons who own more
than 10% of our common stock, to file initizl reports of ownership and reports of changes in ownership with the
Securities and Exchange Commission. Such persons are required by Securities and Exchange Commission
regulations to furnish us with copies of all Section 16(a) forms they file. Based sclely on our review of the
copies of such forms furnished to us and written representations from these officers and directors, we believe that all
Section 16(a) filing requirements were met during fiscal 2007 with the exception of a Formy 4 for Alessandro
Galvagni, which was filed on September 19, 2007 for a transaction that occurred on April 25, 2007,

Executive Officers and Key Employees

Our executive officers and key employees, their positions, and their respective ages, as of April 1, 2008, are:

Name Age Position

Executive officers:

L. Gregory Ballard . ............... 54 President, Chief Executive Officer and Director

Albert A. Pimentel(1) .............. 52 Executive Vice President and Chief Financial
Officer

JINS. Braft . ... 39 Senior Vice President of Global Publishing

Alessandro Galvagni . .............. 37 Senior Vice President of Global Product

Development and Chief Technology Officer

Key Employees:
Kevin S.Chou. ................... 36 Vice President, General Counsel and Secretary
Eric R. Ludwig(l}. ................ 38 Vice President, Finance and Assistant Secretary

{1} On April 24, 2008, Mr. Pimentel informed us that he was resigning, effective May 9, 2008. On April 28, 2008,
our Board of Directors appointed Eric R. Ludwig, our current Vice President, Finance and Assistant Secretary,
to serve as our Senior Vice President, Finance and Assistant Secretary and, effective May 9, 2008, 1o serve in the
additional capacity as our Interim Chief Financial Officer during our search for a new Chief Financial Officer.

Our executive officers serve at the discretion of the Board of Directors, subject to rights, if any, under contracts
of employment. See “Executive Compensation — Employment Agreements and Offer Letters.” Biographical
information for Mr. Ballard is provided above. See “— Information Regarding Our Nominees and Directors.”

Albert A. “Rocky™ Pimentel has served as our Executive Vice President and Chief Financial Officer since
October 2004, Prior to joining us, Mr. Pimentel served as Executive Vice President and Chief Financial Officer of
Zone Labs, Inc., an end-point security software company, from September 2003 until it was acquired in April 2004
by Checkpoint Software, Inc. From January 2001 to June 2003, he served as a Partner of Redpoint Ventures, a
venture capital firm focused on investments in information technotogy, Prior to then, he served as Chief Financial
Officer for WebTV Networks, Inc., a provider of set-top Internet access devices and services acquired by Microsoft
Corporation, and LSI Logic Corporation, a semiconductor and storage systems developer listed on the New York
Stock Exchange. Mr. Pimentel also serves on the board of directors of Danger, Inc. Mr. Pimentel holds a B.S. in
commerce from Santa Clara University and is a Certified Public Accountant.

JHl S. Braff has served as our Senior Vice President of Global Publishing since June 2007, andserved as our
Senior Vice President of Worldwide Publishing from May 2005 to June 2007 and also as our General Manager of the
Americas from August 2005 to June 2007, She also previously served as our Vice President of Marketing from
December 2003 to May 2003, and as a marketing consultant from November 2003 to December 2003. From 2001
until November 2003, Ms. Braff worked as an independent marketing consuitant and functioned as interim Vice
President of Marketing at Sega of America, Inc., an interactive entertainment company, from June 2003 to August
2003, as Creative Director at Konami of America, an electronic entertainment company, from January 2003 to June
2003, and as a wireless games consultant at Sprint PCS from January 2002 to April 2002. Ms. Braff has also held
senior marketing positions at Photopoint Corporation, MyFamily.com, Inc. and The Learning Company. Ms, Braff
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serves on the board of directors of the Mobile Entertainment Forum. Ms. Braff holds a B.A. in English from Colgate
University.

Alessandro Galvagni has served as our Senior Vice President of Global Product Development and Chief
Technology Officer since June 2007, and served as our Chief Technology Officer from September 2002 to June
2007 and also as our Senior Vice President of Product Development from January 2006 to June 2007. Prior to
joining us, Mr. Galvagni served as an architect (pervasive division) at BEA Systems, Inc. during 2001. Previously,
Mr. Galvagni served as project leader at Pumatech International, a mobile software technology company, from 1999
0 2001. Prior to then, Mr. Galvagni served in senior engineering roles with Proxinet, Inc., a mobile software
technology company, and at NASA Ames Research Center. Mr. Galvagni holds a B.S. in computer engineering
from California State University at San Jose and an M.S. in computer engineering from Santa Clara University.

Kevin S. Chou has served as our Vice President, General Counsel and Secretary since July 2006. Prior to
joining us, Mr. Chou served as Senior Counsel at Knight-Ridder, Inc., a newspaper publishing and Internet
company, from August 2005 to July 2006. From September 2002 to August 2005, he served as Associate General
Counsel at The Thomas Kinkade Company, an art publishing company. Mr. Chou served as General Counsel of
Dialpad Communications, Inc., an Internet telephony company, from October 2000 to March 2002. Previously,
Mr. Chou worked at Fenwick & West LLP, a law firm serving technology and life sciences clients, and Orrick,
Herrington & Sutcliffe, an international law firm. Mr. Chou holds a B.S. in economics from the University of
California at Berkeley and a J.D. from Yale Law School. '

Eric R. Ludwig has served as our Vice President, Finance and Assistant Secretary since July 2006, served as our
Vice President, Finance since April 2005, and served as our Director of Finance from January 2005 to April 2005.
Prior to joining us, from January 1996 1o January 2005, Mr. Ludwig held various positions at Instill Corporation, an
on-demand supply chain software company, most recently as Chief Financial Officer, Vice President, Finance and
Corporate Secretary. Prior to Instill, Mr. Ludwig was Corporate Controller at Camstar Sysiems, Inc., an enterprise
manufacturing execution and quality systems software company, from May 1994 to January 1996. He also worked
at Price Waterhouse L.L.P. from May 1989 to May 1994. Mr. Ludwig holds a B.S. in commerce from Santa Clara
University and is a Certified Public Accountant.

COMPENSATION DISCUSSION AND ANALYSIS

The following discussion and analysis of compensation arrangements of our executive officers should be read
together with the compensation tables and related disclosures set forth below. This discussion contains forward-
looking statements that are based on our current plans, considerations, expectations and determinations regarding
future compensation programs. The actual amount and form of compensation and the compensation programs that
we adopt may differ materially from currently planned programs as summarized in this discussion.

This section discusses the principles underlying our executive compensation policies and decisions and the
most important factors relevant to an analysis of these policies and decisions. It provides qualitative information
regarding the manner and context in which compensation is awarded to and earned by our executive officers and
places in perspective the data presented in the tables and narrative that follow.

Compensation Philosophy and Objectives

The Compensation Committee of our Board of Directors is comprised of three non-employee members of our
Board of Directors. The Compensation Committee’s basic responsibility 'is to review the performance of our
management in achieving corporate goals and objectives and to ensure that our executive officers are compensated
effectively in a manner consistent with our strategy and competitive practices. Toward that end, the Compensation
Committee oversees, reviews and administers all of our compensation, equity and employee benefit plans and
programs applicable to executive officers.

Our compensation program for executive officers is designed to attract individuals with the skills necessary for
us to achieve our business plan, to motivate those individuals, to reward those individuals fairly over time, and to
retain those individuais who continue to perform at or above the levels that we expect. Itis also designed to reinforce
a sense of ownership, urgency and overall entrepreneurial spirit and to link rewards to measurable corporate and
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individual performance. We believe that the most effective executive compensation program is one that is designed
to reward the achievement of specific quarterly, long-term and strategic goals, and which aligns executive officers’
interests with those of the stockholders by rewarding performance of established goals, with the ultimate objective
of improving stockholder value. We evaluate compensation to ensure that we maintain the ability to atrract and
refain talented employees in key positions and that compensation provided to key employees remains competitive
relative to the compensation paid to similarly situated executive officers of our peer companies. To that end, we
believe executive compensation packages provided by us to our executive officers should include both cash and
stock-based compensation that reward performance against established goals.

We work within the framework of our pay-for-performance philosophy to determine each component of an
executive officer’s compensation package based on numerous factors, including:

« the individual’s particular background and circumstances, including training and prior relevant work
experience;

* the individual’s role with us and the compensation paid to similar persons in the companies represented in
the compensation data that we review,

* the demand for individuals with the individual’s specific expertise and experience at the time of hire;
= performance goals and other expectations for the position; and

» comparison to other executives within our company having similar levels of expertise and experience.

Role of Executive Officers in Compensation Decisions

For compensation decisions relating to executive officers other than Mr. Ballard, Mr. Ballard, as the manager
of the members of the executive team, assesses each individual’s contributions to their respective goals and makes a
recommendation to the Compensation Committee regarding any merit-based adjustment to salary, the amount of
cesh bonus and bonus level for the coming year and replenishment stock option or other equity compensation grant.
The Compensation Committee evaluates, discusses and modifies or approves these recommendations and conducts
a similar evaluation of the Mr. Baltard’s contributions to corporate goals and achievement of individual goals,
Consistent with our compensation philosophy, each employee’s evaluation begins with a written self-assessment,
the supervisor’s own evaluation of the employee’s performance and input from others within the company.
Mr. Ballard bases his recommendations in part upon annual performance reviews of our executive officers,
including a review of self-evaluations prepared by such executive officers and supervisor reviews when the
executive officers report to someone other than Mr. Ballard. Our Compensation Committee may exercise its
discretion in modifying any recommended compensation adjustments or awards to executive officers. Compen-
sation committee meetings typically have included, for all or a portion of each meeting, not only the committee
members but also Messrs. Skaff, Pimentel and Chou, and Rocky Francis, our vice presideni of global human
TeSOurces.

Components of Executive Compensation

Our executive officers” compensation currently has three primary components — base compensation or salary,
quarterly (and, in the case of Mr. Ballard, also annual) cash bonuses under a performance-based, non-equity
incentive plan, and stock option awards granted pursuant to our 2007 Equity Incentive Plan. In addition, we provide
our executive officers a variety of benefits that are available generally to all salaried employees in the geographical
location where they are based. We fix executive officer base compensation at a level we believe enables us to hire
and retain individuals in a competitive environment and to reward satisfactory individual performance and a
satisfactory level of contribution to our overall business goals. We also take into account the base compensation that
is payable by companies that we believe to be our competitors and by other companies with which we believe we
generally compete for executive officers. To this end, with the help of Compensia, an executive compensation
consuiting firm, we access a number of executive compensation surveys and other databases and review them when
making crucial executive officer hiring decisions and annually when we review executive compensation. We
dzsigned our executive bonus plan to focus our management on achieving key corporate financial objectives, to
motivate certain desired individual behaviors and to reward substantial achievement of these corporate financial
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objectives and individual goals. We utilize cash bonuses to reward performance achievements with a time horizon
of one year or less, and we utilize salary as the base amount necessary to match our competitors for executive talent.
We utilize initial and refresh stock options to reward long-term performance, with strong corporate performance
and extended executive officer tenure producing potentially significant value for the executive officer.

We view these components of compensation as related but distinet. Although our Compensation Committee
does review total compensation, we do not believe that significant compensation derived from one component of
compensation should negate or reduce compensation from other components. We determine the appropriate level
for each compensation component based in part. but not exclusively, on competitive benchmarking consistent with
our recruiting and retention goals, our view of internal equity and consistency, and other considerations we deem
relevan(, such as rewarding extraordinary performance. We believe that, as is common in the technology sector,
stock option awards are the primary compensation-related motivator in attracting and retaining employees and that
salary and bonus levels are secondary considerations to most employees. Except as described below, our
Compensation Committee has not adopted any formal or informal policies or guidelines for allocating compen-
sation between long-term and currently paid out compensation, between cash and non-cash compensation, or
among different forms of non-cash compensation, but our Compensation Committee’s general compensation
philosophy is to provide a mix of cash incentives and equity to balance the company’s short-term and long-term
performance goals. In addition, our Compensation Committee’s philosophy is to make a greater percentage of an
employee’s compensation performance-based as he or she becomes more senior and to keep cash compensation to
the minimum competitive level while providing the opportunity to be well rewarded through equity if the company
performs well over time, consistent with our pay-for-performance culture.

Our Compensation Committee’s current intent is to perform at least annually a strategic review of our
executive officers’ compensation levels 1o determine whether they provide adequate incentives and motivation to
our executive officers and whether they adequately compensate our executive officers relative to comparable
executive officers in other companies with which we compete for executives. These companies may or may not be
public companies or even technology companies. Our Compensation Committee’s most recent review occurred at
its October 2007 and November 2007 meetings.

We account for equity compensation paid to our employees under the rules of SFAS No. 123R, which requires
us to estimate and record an expense over the service period of the award. Accounting rules also require us to record
cash compensation as an expense at the time the obligation is accrued. Unless and until we achieve sustained
profitability, the availability to us of a tax deduction for compensation expense will not be material to our financial
position. We structure cash bonus compensation so that it is taxable to our executives at the time it becomes
available to them. We currently intend that all cash compensation paid will be tax deductible for us. However, with
respect to equity compensation awards, while any gain recognized by employees from nonqualified options should
be deductible, to the extent that an oplion constitties an incentive stock option, gain recognized by the optionee will
not be deductible if there is no disqualifying disposition by the optionee. In addition, if we grant restricted stock or
restricted stock unit awards that are not subject to performance vesting, they may not be fully deductible by us at the
time the award is otherwise taxable to the emplovee.

Benchmarking

Our Compensation Committee, at its Septernber 2006 meeting, set executive officers’ base salaries and total
cash compensation, which includes base salaries plus cash-based bonuses, at levels that were at or near the
60th percentile of salaries of executive officers with similar roles at comparable pre-public and smalt public
companies and set their aggregate share and option holdings at a level that was at or near the 75th percentile of
executive officers in similar positions. Qur Compensation Committee believed that the 60th percentile for base
salaries and total cash compensation was the minimum cash compensation level that wouid allow us to attract and
retain talented executive officers. However, because our Compensation Committee fixed salaries near the median of
comparable executive officers’ salaries, it chose to make equity grants at or near the level of the 75th percentile.
These guidelines governed the total cash compensation of our executive officers through December 2007 and the
equity compensation of our executive officers through November 2007, when new guidelines established by our
Compensation Committee at its October and November 2007 meetings became cffective.
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For the September 2006 meeting, Compensia, for consideration in connection with determining the 2007
stock-based compensation for all of our executive officers and the 2007 cash compensation for our executive
officers based in the United States, prepared a peer analysis based on data from:

» the Advanced HR — Option Impact Pre-IPO Compensation Database for software companies in the
San Francisco Bay Area that had raised at least $50 million of capital;

+ the Croner Entertainment and Educational Software Compensation Survey, which includes a mix of private
and public companies;

* the Radford Executive Survey of primarily public companies and some private companies, in each case
limited to the groups of companies with revenues of less than $50 million and companies with revenues
between $50 million and $200 million; and

* public filings of the following recently public companies, primarily in the technology sector: Clayton
Holdings, Dealertrack Holdings, Emageon, Kenexa, Loopnet, Nci, Omniture, Rackable Systems, Synchro-
noss Technologies, Taleo, Traffic.com, Unica, Visicu, Vocus and Website Pros.

For the September 2006 meeting, Compensia, for consideration in connection with determining the 2007 cash
compensation for our executive officer based in the United Kingdom. used data from the IPAS High Technology
International Survey of primarily public companies and some private companies.

At its October 2007 and November 2007 meetings, our Compensation Committee confirmed its previously
established guidelines of setting executive officers’ base salaries and total cash compensation, which inciudes base
salaries plus cash-based bonuses, at tevels that are at or near the 60th percentile of salaries of executive officers with
similar roles at comparable pre-public and small public companies. The commitiee also determined to continue to
set the aggregate share and option holdings for executive officers at or near the 75th percentile of executive officers
in similar positions. Qur Compensation Committee continues to believe that the 60th percentile for base salaries and
total cash compensation is the minimum cash compensation level that would allow us to attract and retain talented
exzcutive officers. However, because our Compensation Committee fixed salaries near the median of comparable
exzcutive officers’ salaries, it continues to choose to make equity grants at or near the level of the 75th percentile.

For the October 2007 and November 2007 meetings, Compensia, for consideration in connection with
determining the 2008 stock-based and cash compensation for all of our executive officers, prepared a peer analysis
based on data from:

* comparable position compensation data for the following peer companies: Actuate, Aruba Networks,
Autobytel, BigBand Networks, Chordiant Software, CommVault Systems, CyberSource, Digimarc, DivX,
DTS, Omniture, Opsware, Riverbed Technnology and Sonic Solutions;

* the Radford Aprit 2007 High-Tech Executive Survey of a subset of the complete peer companies list
(Actuate, BigBand Networks, Chordiant Software, Comm Vault Systems, CyberSource, Digimarc, Omniture
and Opsware) plus Real Networks;

= the Radford April 2007 High-Tech Executive Survey of primarily public and some private software
companies, limited to companies with revenues between $50 million and $200 million: and

» where peer company proxy data was available, blended peer company proxy data and the survey data set
forth above in the three points, giving equal weight to the proxy data and survey data.

Compensia and our Compensation Committee used a different set of peer companies for benchmarking at our
Compensation Committee’s October 2007 and November 2007 meetings than the set used at our Compensation
Committee’s September 2006 meeting. At the time of the September 2006 meeting, we were a private company so
Compensia and our Compensation Committee considered executive pay practices at technology companies that
were late stage private companies or had recently gone public to gauge compensation levels, pay mix, equity
vehicles and other considerations, in order to transition from being a private company to a public company in our
compensation practices. In April 2007, Radford and the Compensation Committee considered a different set of peer
corapanies in connection with a Radford assessment of our equity compensation program for its employees in
general. Radford conferred with our management to develop a proposed group of peer companies of companies
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similar to Glu based on industry, financial and organizational comparability. The proposed group of peer companies
was presented by Radford and the Company’s management to Compensia and our Compensation Committee for
input and based on input from Cempensia and our Compensation Committee, the group of peer companies was
modified slightly to reflect their view of better aligned comparators, including consideration of similar growth
characteristics for example, resulting in the final group of peer companies which Compensia and our Compensation
Committee considered at the Compensation Committee’s October 2007 and November 2007 meetings.

QOur Compensation Committee realizes that using a benchmark may not always be appropriate but believes that
it is the best alternative at this point in the life cycle of our company. In instances where an executive officer is
uniquely key to our success, our Compensation Committee may provide compensation in excess of these
percentiles. Qur Compensation Committee’s judgments with regard to market levels of base compensation and
aggregate equity holdings were based on a report obtained from Compensia, which was engaged by our Com-
pensation Committee to assist in the adjustment of the compensation to our executives; the report compared our
executive compensation with the executive compensation at a number of recently public companies and a number of
similarly situated private companies, analyzing various factors including employee headcount and revenues. The
Compensation Committee’s choice of the foregoing percentiles to apply to the data in the report reflected
consideration of our stockholders’ interests in paying what was necessary, but not significantly more than’
necessary, to achieve our corporate goals, while conserving cash and equity as much as practicable. We believe
that, given the industry in which we operate and the corporate culture that we have created, base compensation and
options at these percentage levels are generally sufficient to retain our existing executive officers and to hire new
executive officers when and as required.

Base Salary

The base salaries of executive officers are determined at the time of hiring by evaluating the responsibilities of
the position held and the experience and performance of the individuat, with reference to the competitive
marketplace for executive talent, including a comparison to basc salaries for comparable positions at the peer
companies using the benchmarks prepared by Compensia. We believe that this peer group is representative of
companies in our size range and industry that are a fair representation of the employment market in which we
compete. The Compensation Committee reviews executive salaries annually and adjusts them as appropriate to
reflect changes in the peer companies, individual performance and responsibility, prior experience and salary
history. Qur policy is to target base salaries at the 60th percentile of the peer companies. In instances where an
executive officer is uniquely key to our success or has a role that does not exactly match the benchmarking data, our
Compensation Committee may provide compensation below, or in excess of, the 60th percentile of the peer
companies.

At its September and October 2006 meetings, based on consideration of the benchmarks, our Compensation
Committee recommended and our Board of Directors subsequently approved salary increases and additional option
grants 1o our executive officers. The new annual base salary levels fixed in October 2006 for our executive officers
were $300,000 for Mr, Ballard, $250,000 for Mr. Pimentel, $240,000 for Ms. Braff, $240,000 for Mr. Galvagni and
£120,000 for Mr. Segerstrale. These base salary increases were approved based on recommendations from the Chief
Executive Officer, an evaluation of each executive officer’s performance that was performed in consultation with
the Chief Executive Officer, and consideration of the benchmarking data. After taking these base salary increases
into consideration, the base salaries of Messrs. Ballard, Pimentel, Galvagni and Segerstrile and Ms. Braff remained
at or below the guideline levels established by the Compensation Committee.

At its October and November 2007 meetings, based on consideration of the benchmarks, our Compensation
Committee recommended and our Board of Directors subsequently approved salary increases and additional option
grants to our executive officers. The new annual salary levels fixed in November 2007 and effective beginning
December 15, 2007 for our executive officers were $375,000 for Mr. Ballard, $280,000 for Mr. Pimentel, $270,000
for Ms. Braff and $270,000 for Mr. Galvagni. Mr. Segerstrile, an executive officer in 2006, was not included in these
recommendations as he had resigned from the Company in August 2007. These base salary increases were approved
based on recommendations from the Chief Executive Officer, an evaluation of each executive officer’s performance
that was performed in consultation with the Chief Executive Officer, and consideration of the benchmarking data.
After taking these base salary increases into consideration, the base salary of Mr. Ballard remained below the
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guideline levels established by the Compensation Comimittee and the base salaries of Messrs. Pimentel and
Galvagni and Ms. Braff were above the guideline levels established by the Compensation Commitice. The
Compensation Committee believes that Mr. Pimentel’s broader role, including administration and corporate
development, and his lengthy career in the industry, Ms. Braff’s broader role, including worldwide sales and
marketing, Mr. Galvagni's broader role, including product development and engineering, and the fact that, each of
these positions entails broader responsibilities than the comparable executives in the benchmark comparisons,
warrants in each case a base salary higher than the guidelines established by the Compensation Committee.
Mr. Pimentel’s base salary exceeded the 60th percentile guideline used by the Compensation Committee by
approximately 8%, Ms. Braff’s base salary exceeded the 60th percentile guideline by approximately 12% and
Mr. Galvagni’s base salary exceeded the 60th percentile guideline by approximately 11%. Qur Compensation
Committee’s choice of the foregoing salaries reflected consideration of our stockholders’ interests in paying what
was necessary, but not significantly more than necessary, to achieve our corporate goals, while conserving cash as
much as practicable. '

Equity Compensation

Generally, a significant stock option grant is made in the year when an executive officer commences
employment with us. This grant is made within our written guidelines for new hire grants, consistent with the
executive officer’s position and considering also the benchmarks. The size of each grant is generally set at a level
that the Compensation Committee deems appropriate to create a meaningful opportunity for stock ownership based
'upon the grant guidelines, the individual’s position with us and the individual's potential for future responsibility

and promotion. The relative weight given to each of these factors will vary from individual to individual at the .

Compensation Committee’s discretion. Adjustments may be made as the Compensation Committee deems
reasonable to attract candidates in the competitive environment in which we operate. When a new executive
officer ts hired, an option grant will be made at the first regularly scheduled meeting of the Compensation
Committee after the executive officer commences employment. These initial grants vest over four years and no
shares vest before the one year anniversary of the option grant. We spread the vesting of our options over four years
to compensate executive officers for their contribution over a period of time.

Subsequent option grants may be made at varying times and in varying amounts in the discretion of the
Compensation Committes. We do not make stock option grants in connection with the release or withholding of
material non-public information. As a general matter, option grants to existing executive officers are made annually
at our regularly scheduled Compensation Committee meetings in October. Other than as described above, we do not
have any program, plan or obligaticn that requires us to grant equity compensation on specified dates. It is possible
that we will establish further programs or policies of this sort in the future, but we do not currently have plans to do
$a. Option grants were made to existing executive officers in November 2007 as the Compensation Committee
determined at its October 2007 meeting that it wished 10 seek the input of the full Board of Directors prior to making
the option grants.

From February 2005 through the date of our IPO in March 2007, our Compensation Committee sought
periodic valuation updates from an independent valuation firm to determine the fair market value of our common
stock. All equity awards through the date of our IPO to our employees, including executive officers, and to our
directors have been granted and reflected in our consolidated financial statements, based upon the applicable
accounting guidance, at the fair market value on the grant date in accordance with the valuation determined by our
independent, outside valuation firm. Authority to make equity grants to executive officers rests with our Com-
pensation Committee, although, as noted above, our Compensation Committee does consider Mr. Ballard’s
recommendations.

In January 2007, our Board of Directors adopted, and in March 2007 our stockholders approved, a new equity
plan. The 2007 Equity Incentive Plan replaced our 2001 Stock Option Plan upon our IPO in March 2007.
Participation in the 2007 Equity Incentive Plan is available to all executive officers as well as our other employees.
Participation in the 2007 Employee Stock Purchase Plan, which our Board of Directors adopted in January 2007 and
our stockholders approved in March 2007, is also available to all executive officers on the same basis as our other
employees.
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In November 2007, our Compensation Committee awarded options to purchase 125,000 shares of common
stock to Mr. Ballard, 70,000 shares to Mr. Pimentel, and 75,000 shares each to Ms. Braff and Mr. Galvagni. These
options for executive officers represented approximately 19.4% of the aggregate number of options that we awarded
to our employees in 2007. In October 2007, the Board of Directors reduced the term of stock options granted by the
company under the 2007 Equity Incentive Plan {rom ten years to six years. All of the stock options granted to the
executive officers in November 2007 thus have six year terms. The exercise price for these stock options was set at
the market price on the date of approval by the Compensation Committee. These refresh grants vest over four years
and no shares vest before the one year anniversary of the option grant, which is the same vesting schedule as refresh
grants to our other employees. The value of the shares subject 1o these grants are reflected in the table below entitied
“Grants of Plan-Based Awards in 2007.”

To date, we have not awarded shares of restricted stock to our executive officers. Since we have been in a high
growth phase of our business and our stock has only recently become publicly traded, the Compensation Committee
believes that the options currently provide a more powerful incentive for our executive officers. However, the
Compensation Committee may make restricted stock grants in the future.

Cash Bonuses Under Our Non-Equity Incentive Plan

Our current executive bonus plan was adopted by. our Compensation Committee in February 2004, was
amended in September 2007 and was most recently amended in March 2008, to reward all vice presidents and more
senior executive officers, and certain senior director-level employees. It contemplates the payment of a maximum
annual bonus equal to an officer’s current annual salary multiplied by a percentage fixed in the officer’s employment
offer letter or subsequently fixed or amended by our Chief Executive Officer or, in the case of our Chief Executive
Officer’s percentage. our Compensation Committee. The percentages for 2007 were 50% for Mr. Ballard, 30% for
Mr. Pimentel and 25% for Ms. Braff and Mr. Galvagni. These targeted amounts for 2007 were below the guidelines
established by the Compensation Committee. In November 2007, the Compensation Committee increased the
percentages to 75% for Mr. Ballard and 50% for Messrs. Pimentel and Galvagni and Ms. Braff, such increases
effective January 1, 2008. These targets amounts for 2008 are at the guidelines established by the Compensation
Committee for Mr. Pimentel, above the guidelines established by the Compensation Committee for Mr, Galvagni
and below the guidelines established by the Compensation Committee for Mr. Baltard and Ms. Braff. Mr. Galvagni’s
bonus percentage exceeded the 60th percentile guideline by approximately 42.9%, in light of the factors discussed
in “— Base Salary” above. Our Compensation Committee’s choice of the foregoing salaries reflected consideration
of our stockholders’ interests in paying what was necessary, but not significantly more than necessary, 1o achieve
our corporate goals, while conserving cash as much as practicable.

Except with regards to Mr. Ballard, we pay bonuses quarterly with the maximum potential bonus in a given
guarter equal to 25% of the maximum annual bonus. We determined to pay bonuses guarterly because our
Compensation Committee believed a short-term orientation was appropriate given the uncertainty and unpredict-
ability of operations in a small company. Mr. Ballard’s maximum potential bonus in a given quarter is equal to 20%
of his maximum annual bonus, with the final 20% being paid after our year-end based on his annual performance.
The Compensation Committee wanted Mr. Ballard’s bonus to be largely aligned with those of the other executive
officers but to include a strategic component that went beyond the short-term quarterly financial metrics.

In 2007, we based quarterly bonuses on three components — corporate operational revenues, corporate
operational EBITDA and individual contributions. In March 2008, the Compensation Committee modified the
executive bonus plan such that, for 2008 bonuses, the corporate operational EBITDA target is replaced with a
corporate non-GA AP earnings target. We defined corporate operational revenues, for bonus purposes, to mean the
estimated revenues that we will ultimately recognize from end-user downloads during the quarter. We defined
corporate operational EBITDA, for bonus purposes, to mean operational revenues less the royalties associated with
those revenues and less our normal recurring cash operating expenses. Thus, we do not subtract amortization or
impairment of intangible assets, impairment of prepaid royalties or guarantees, stock-based compensation,
depreciation, restructuring charges or any other expenses that we consider nonrecurring. We defined corporate
non-GAAP earnings, for bonus purposes, to mean corporate GAAP net income less amortization or impairment of
intangible assets, impairment of prepaid royalties or guarantees, stock-based compensation, restructuring charges
or any other expenses that we consider nonrecurring. The Compensation Committee felt that the largest portion of
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each bonus should be based on our executive officers’ success as a tearn and thus based on corporate financial goals.
but that there should be some ability to reward individual contributions. Each component of the bonus is
independent of the other components, and we will pay the applicable percentage of the bonus if an objective is
attained, regardless of whether any or all of the other objectives are attained. For 2007, the Compensation
Committee chose corporate operational revenues and corporate operational EBITDA because it believed that, as a
growth company, we should reward revenue growth, but only if that revenue growth is achieved cost effectively.
Likewise, it believed a profitable company with little or no growth was not acceptable. For 2008, the Compensation
Committee chose corporate operational revenues and corporate non-GAAP earnings because it continued to believe
that, as a growth company, we should reward revenue growth, but only if that revenue growth is achieved cost
effectively, and that a profitable company with little or no growth was not acceptable. The Compensation
Committee decided to replace the corporate operational EBITDA objective with the corporate non-GAAP eamnings
objective because non-GAAP earnings is a more precise measurement, requires our executive officers to consider
matters from a GAAP perspective in terms of Glu's financial goals, and is a better measure of our financial
performance to our stockholders. Thus, the Compensation Committee considered the chosen metrics to be the best
indicators of financial success and stockholder value creation. The targets are based on our annual budget, as
approved by the Board of Directors. The individual performance objectives are determined by the executive officer
to whom the potential bonus recipient reports or, in the case of our Chief Executive Officer, by our lead independent
director and one or more members of our Compensation Committee, after taking input from the other members of
our Board of Directors. The basis for Mr. Ballard’s bonus might include such objectives as developing our executive
team, successfully integrating acquisitions, ensuring the creation of a sufficient number of games, developing
improved content strategy or developing strategic opportunities,

The actual amount of the quarterly and annual bonus payments in 2007 depended on whether we achieved our
corporate operational revenue and corporate operational EBITDA targets, and, for each individual executive officer,
whether he or she achieved his or her individual goals. Each executive officer, other than Mr. Ballard, is eligible to
receive up to 37.5% of their bonus opportunity based on our corporate operational revenues, 37.5% of their bonus
opportunity based on our corporate operational EBITDA and 25% of their bonus opportunity based on the executive
officer’s individual goals. Mr. Ballard is eligible to receive up to 40% of his bonus opportunity based on our
corporate operational revenues, 40% of his bonus opportunity based on our corporate operational EBITDA and 20%
of his bonus opportunity based on his individual annual goals. In each case, payment for the financial targets
components of the bonuses is contingent on achieving 90% of the applicable target, with 40% of the maximum
amount for that portion of the bonus being paid if we achieve at least 90% but less than 95% of the applicable target,
70% of the maximum amount for that portion of the bonus being paid if we achieve at least 95% but less than 100%
of the applicable target, and 100% of the maximum amount for that portion of the bonus being paid if we achieve at
least 100% of the applicable target. At the end of each fiscal quarter, we calculate performance for the quarter and
determine each participant’s quarterly bonus amount, The Compensation Committee has retained the discretion to
withdraw, amend, add to or terminate the executive bonus plan, or any portion of it, at any time. The aggregate
bonus payments for our executive officers earned in 2007 were $73,500, $33,281, $29.062 and $29,062 for
Mr. Ballard, Mr. Pimentel, Ms. Braff and Mr. Galvagni, respectively.

Severance and Change of Control Payments

We are a party to change of control severance agreements with each of our executive officers. For each of
Messrs. Ballard and Pimentel, if he is terminated within 12 months following a change of control of the company, all
of his stock options will immediately vest. For each of Ms. Braff and Messrs. Galvagni and Ludwig, if she or he is
terminated within 12 months following a change of control of the company. she or he will become vested as to an
additional 50% of each stock option originally granted.

Our Board of Directors determined to provide these change of control arrangements in order to mitigate some
of the risk that exists for executives working in a small, dynamic company, an environmenlt where there is a
meaningful likelihood that we may be acquired. These arrangements are intended to attract and retain qualified
exucutives that have alternatives that may appear to them to be less risky absent these arrangements, and to mitigate
a potential disincentive to consideration and execution of such an acquisition, particularly where the services of
these executive officers may not be required by the acquirer. For quantification of these severance and change of
control benefits, please see the discussion under “Payments Upon Termination or Change in Control” below,
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Other than Mr. Ludwig, absent a change of control event, no executive officer is entitled upon termination to
either equity vesting acceleration or cash severance payments. See “Compensation Related to April 2008
Appointment of Interim Chief Financial Officer” below for a discussion of the severance arrangement with
_Mr. Ludwig.

Other Benefits

Executive officers are eligible to participate in all of our employee benefit plans, such as medical, dental,
vision, group life, disability, and accidental death and dismemberment insurance and our 401(k) plan, in each case
on the same basis as other employees. We did not match employee contributions under our 401(k) plan in 2007. We
also provide vacation and other paid holidays to all employees, including our executive officers, which are
comparable to those provided at peer companies. There were no special benefits or perquisites provided to any
executive officer in 2007.

Financial Restatements

The Compensation Commitiee has not adopted a policy with respect to whether we will make retroactive
adjustments to any cash- or equity-based incentive compensation paid to executive officers {(or others) where the
payment was predicated upon the achievement of financial results that were subsequently the subject of a
restatement. Our Compensation Committee believes that this issue is best addressed when the need actually
arises, when all of the facts regarding the restatement are known.

Tax and Accounting Treatment of Compensation

Section 162(m} of the Internal Revenue Code places a limit of $1 million on the amount of compensation that we
may deduct in any one year with respect to our Chief Executive Officer, our Chief Financial Officer and each of our
three most highly paid executive officers. There is an exception to the $1 million limitation for performance-based
compensation meeting certain requirements. To qualify for the exemption, our stockholders were asked to approve a
limit under our 2007 Equity Incentive Plan on the maximum number of shares for which a participant may be granted
stock options in any calendar year. Because this limit was adopted, any compensation deemed paid to an executive
officer when he or she exercises an option with an exercise price that is at least equal to the fair market value of the
option shares on the grant date should qualify as performance-based compensation and should not be subject to the
$1 million deduction limitation. Restricted stock awards are generally not considered performance-based under
Section 162(m) of the Internal Revenue Code and, therefore, are generally not deductible. However, such awards may
qualify for the exemption if vesting is based on stockholder-approved performance metrics. To maintain flexibility in
compensating executive officers in a manner designed to promote varying corporate goals, the Compensation
Committee has not adopted a policy requiring all compensation to be deductible. However, to date we have not
exceeded the $1 million limit for any executive officer. Moreover, exceeding that limitation may not result in the
current payment of increased federal income taxes due to our significant net operating loss carryforward.

We account for equity compensation paid to our employees under the rules of SFAS 123(R), which requires us
to estimate and record an expense for each award of equity compensation over the service period of the award.
Accounting rules also require us to record cash compensation as an expense at the time the obligation is accrued.

Compensation Related to April 2008 Appointment of Interim Chief Financial Officer

On April 24, 2008, Mr. Pimentel informed us that he was resigning, effective May 9, 2008. On April 28, 2008,
our Board of Directors appointed Eric R. Ludwig, our current Vice President, Finance and Assistant Secretary, to
serve as our Senior Vice President, Finance and Assistant Secretary and, effective May 9, 2008, to serve in the
additional capacity as our Interim Chief Financial Officer during our search for a new Chief Financial Officer.

In connection with Mr. Ludwig’s appointment to serve as our Senior Vice President, Finance and Interim Chief
Financial Officer, the Compensation Committee approved the following additional compensation:

* Mr. Ludwig was granted an option to purchase 40,000 shares of our common stock, at an exercise price equal
to $4.39 per share, vesting pro rata monthly over four years; provided that the option vests as to ne shares
until April 28, 2009 at which time it will vest as to 25% of the shares;
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+« Mr. Lud“'rig’s base annual salary was increased to $250,000 from $225,000, and his target bonus was
increased to 50% of his base salary from 35% of his base salary; and

« provided that Mr. Ludwig continues service with us through the hiring and commencement of service of a
Chief Financial Officer in an other-than-interim capacity (a “Permanent CFO”), Mr. Ludwig will receive a
special bonus equal to $30,000 muliiplied by a fraction equal to the portion of a year that Mr. Ludwig has
served as Interim Chief Financial Officer (i.e., if Mr. Ludwig serves as Interim Chief Financial Officer for
122 days, he will receive a bonus of approximately $10,000).

I addition, in order to induce Mr. Ludwig to serve as Interim Chief Financial Officer and to continue to serve with
us for at least six months following the appointment of an individual other than Mr. Ludwig to serve as the
Permanent CFO (such six-month period, the “Post-Appointment Period”), the Compensation Committee approved
a severance arrangement whereby (a) Mr. Ludwig will receive severance equal to six months of his annual base
salary (i.e., approximately $125,000) plus health benefits for such period and (b) in addition to any vesting to which
Mr. Ludwig is otherwise entitled under the normal vesting provisions of any then outstanding stock options held by
him (including the option described above). each such option shall be vested and exercisable with respect to a
number of shares equal to one year of vesting in accordance the regular vesting schedule (up to the maximum
number of shares subject to such option) in the event that either:

+ Mr. Ludwig is involuntarily terminated other than for cause prior to the end of the Post-Appointment
Period; or

* Mr. Ludwig has (a) continued his service as an employee of us through the end of the Post-Appointment
Period and (b) prior to the expiration of the Post-Appointment Period, Mr. Ludwig has given us at least
30 days advance written notice of his intent to terminate his service as an employee.

However, if, during the period beginning on April 28, 2008 and ending on the last day of the Post-Appointment
Period, we undergo a change of control transaction pursuant to which Mr. Ludwig’s existing change of control
benefits (described below) would become payable (i.e., a change of control has occurred and Mr. Ludwig has
terminated his employment for “good reason” or was terminated, other than for “cause”), then Mr. Ludwig is not
entitled to the above-described severance and health benefits or acceleration of vesting related to his service as
Interim Chief Financial Officer. He will instead receive the severance, acceleration of vesting and other benefits as
provided in his Change of Control Severance Agreement described under “Executive Compensation — Severance
and Change of Control Agreements” below. '

COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSATION

The Compensation Committee has reviewed and discussed this Compensation Disclosure and Analysis set
forth above with our management. Based on its review and discussions, the committee recommended to our Board
of Directors that the Compensation Disclosure and Analysis be included in this report.

Submitted by the Compensation Committee of
the Board of Directors,

William Miller
Richard Moran
Sharon Wienbar
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Equity Compensation Plan Information

The following table sets forth information as of December 31, 2007 regarding equity awards under our 2001
Second Amended and Restated Stock Option Plan; 2007 Equity Incentive Pian and 2007 Employee Stock Purchase
Plan and any amendments to such plans:

Plan Category

Equity Compensation Plan Information Table

(a)

(b)

(c)

Number of Securities
to be Issued Upon
I'xercise of
Cutstanding Options,
Warrants and Rights

Weighted-Average
Exercise Price of
Qutstanding Options,
Warrants and Rights

Number of Securities
Remaining Available
for Future Issuance
Under Equity
Compensation Plans
(Excluding Securities
Reflecied in Column (a))

Equity compensation plans

approved by security

holders(l} ................ 4,035,629 $6.75 816,624
Equity compensation plans not

approved by security holders . . — — —

Total...................... 4,035,629 $6.75 816,624

(1) Of these shares, 1,766,000 shares are available for issuance under our 2007 Equity Incentive Plan, which
permits the grant of stock options, stock appreciation rights, restricted stock, stock awards and restricted stock
units, and 667,000 shares are available for issuancce under our 2007 Emplovee Stock Purchase Plan.

EXECUTIVE COMPENSATION

Summary Compensation Table

The following table sets forth certain information with respect to compensation awarded to, earned by or paid
10 each person who served as our Chief Executive Officer or was one of our four other most highly compensated
executive officers (collectively, the “Named Executive Officers™) during the fiscal year ended December 31, 2007
and doring the fiscal year ended December 31, 2006.

Summary Compensation Table — 2086 and 2007

Name and Option Incentive Plan

Principal Position Year Salary(1) Bonus(2) Awards(3) Compensation{d) Total(5)

L. Gregory Ballard. .. ... ....... 2007 $301.442 —  $486,001 373,500 $860,943
Chief Executive Officer . ... ... 2006 280,769 — 526,126 73,125 880,020

Albert A. “Rocky” Pimentel . . . . .. 2007 250,576 — 278,701 33,281 562,558
Chief Financial Officer........ 2006 223,076 — 277,195 31,365 531,636

JIWS. Braff .................. 2007 240,577 — 132,249 29,062 401,888
Senior Vice President of. .. .. .. 2006 216,923  $12,500 43,668 30,425 303,516
Global Publishing

Alessandro Galvagni ........... 2007 240,576 — 132,561 29,062 402,199
Senior Vice President of . ... . .. 2006 197,692 12,500 39,899 27,113 277,204
Product Development )

Kristian Segerstrale(6) .. ........ 2007 160,342 — — 15,043 175,385

Managing Director, EMEA . . . .. 2006 221,154 — 16,081 17,328 254,563

(1) The amounts in this column include any salary contributed by the Named Executive Officer to our 401(k) plan.
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2} Bonuses paid in 2006 and 2007 were generally made under the criteria established in our executive bonus plan.
and these plan bonus amounts are included in the “Non-Equity Incentive Plan Compensation™ column. The
amounts in this column represent discretionary bonuses paid to the Named Executive Officers as described
under “— Compensation Discussion and Analysis — Cash Bonuses Under Our Non-Equity Incentive Plan”
above. :

(3) The amounts’in this column represent the amounts recognized as compensation expense for financial statement
reporting purposes in 2006 and 2007 in accordance with SFAS No. 123R in connection with all of the options
held or previously exercised by the Named Executive Officer.

(4) The amounts in this column represent total performance-based bonuses earned for services rendered during
2006 and 2007. These bonuses were based entirely on our financial performance and the Named Executive
Officer’s performance against his or her specified individuat objectives. The bonuses earned in the last quarter
of 2006 were paid in 2007, and in the last quarter of 2007 were paid in 2008,

(5) The dollar value in this column for each Named Executive Officer represents the sum of all compensation
reflected in the preceding columns. '

(6) Mr. Segerstrile resigned as an executive officer effective August 2007; prior to his departure, in 2007,
Mr. Segerstrile earned $160,342.

Outstanding Equity Awards at Fiscal Year-End

The following table provides information on the current holdings of stock options by the Named Executives
Officers as of December 31, 2007. This table includes unexercised and unvested option awards. Each equity grant is
shown separately for each Named Executive Officer. The vesting schedule for each grant is shown following this
lable, based on the option grant date.

2007 Grants of Plan-Based Awards

1l i
Estimated Future A (:\t:flf_gp tion

Payouls Un_der Non- Number of
Equity Securities Exercise Grant Date
l“"e"‘t“e Plan Underlying Price of Fair Value
Grant Awards(l) Options Option of Option
:\ﬁlﬂe_ : Date Threshold Maximum Awards(2) Awards(3) Awards(4)
L. Gregory Ballard . ..... ... 11/29/Q7 $48,000 $150,000 125,000 $5.95 $292,575
Albert A. “Rocky” Pimentel .. 11/29/07 22,500 75,000 70,000 595 126,294
JIS. Braff. . ............. 11/29/07 18.000 60.000 75,000 5.95 136,208
Alessandro Galvagni ... ... .. 11/29/07 18,000 60,000 75,000 5.95 136,208

Kristian Segerstrale(5). ... ... — — — — —_ —
(1) Under our executive bonus plan in 2007, for each of the Named Executive Officers, except for Mr. Ballard,
37.5% of each quarterly bonus was based on our performance relative to our operational revenue plan and
37.5% was based on our p’crformance relative 10 our operational EBITDA plan, in each case with 40% of the
maximum amount for that portion of the bonus being paid if we achieved at least 90% of our plan, 70% if we
achieved at least 95% of our plan and 100% if we met or exceeded our plan. The final 25% of each quarterly
bonus was based on the percentage of individuul objectives that the chief executive officer determined the
executive officer met. These objectives typically included qualitative and quantitative elements such as
demonstrated leadership and achieving spending within plan for the officer’s area of functional responsibility,
as well as tactical and strategic objectives to be achieved within the officer’s functional area. Under our
executive bonus plan in 2007, for Mr. Ballard, 80% of his bonus was paid on a quarterly basis and the remaining
20% of his bonus was paid on an annual basis. Of Mr. Ballard’s quarterly bonus, 50% was based on our
performance relative to our operational revenue plan and 50% was based on our performance relative to our
operational EBITDA plan. The final 20% of his total bonus was based on his individual annual goals. In the
table above, the “Threshold” column represents the smallest total bonus that would have been paid in 2007 to
each Named Executive Officer if, in each quarter of 2007, we had achieved the minimum operational revenue
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and operational EBITDA amounts required for the payment of any bonus but the executive officer did not meet
any of his or her individual objectives. Payment of the applicable portion of each bonus is contingent on {a) our
having achieved either (i) at least 90% of our operational revenue plan or (i) at least 90% of our operational
EBITDA plan or (b) the executive officer’s achieving one or more of his or her individual performance goals.
Failure to meet all of these conditions in any quarter would result in an executive officer receiving no benus.
The “Maximum” column represents the largest total bonus that could have been paid to each Named Executive
Officer if all corporate financial and individual objectives were met in each quarter of 2007, The actual bonus
amount earned by each Named Executive Officer in 2007 is shown in the “Summary Compensation Table —
2006 and 2007 above.

All option awards were made under our 2007 Equity Incentive Plan. Each award was divided into two options,
with one option covering shares designated as an incentive stock option and the other option covering the
remaining shares designated as a nonqualified stock option. Each option vests as to ¥ of the shares of common
stock underlying it on the first anniversary of the grant date and as 1o Ys of the underlying shares monthly
thereafter. These options contain provisions that call for accelerated vesting upon certain events foltowing a
change of control event, as discussed in “— Compensation Discussion and Analysis — Severance and Change
of Control Payments” above and in *— Severance and Change of Control Agreements” below.

(3) The closing market price of our stock on November 29, 2007 was $5.95 per share.

(4) The amounts in this column represent the grant date fair value, computed in accordance with SFAS No. 123R, of

)

each option granted to the Named Executive Officer in 2007, less in the case of modified or replacement options
the fair value of the option modified or replaced. Qur compensation cost for these option grants is similarly
based on the grant date fair value but is recognized over the period, typically four years, in which the Named
Executive Officer must provide services in order to earn the award,

Mr. Segerstrile resigned as an executive officer effective August 2007.
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The following table provides information regarding each unexercised stock option held by each of our Named
Executive Officers as of December 31, 2007,

Outstanding Equity Awards at December 31, 2007

Number of Securities
Underlying

Unexercised Options(l) thg:'lc(:ge Egj‘i,rl':::?on
Elame Exercisable Unexercisable Price(2} Date
L.Gregory Batlard(3). . . ........ ... o i 105,556 — $ 0.18 10/01/08
166,666 —_ 0.75 11/03/09(4)
183,333 — 390  07/20/16(5)
41,664 91,668 10.53  09/07/16
— 125,000 5.95 11/29/13
Albert A. “Rocky” Pimentel(6) . .......... ... ........ 69,971 34,987 450  04/28/10
28,644 63,022 10.53  09/07/16
47,579 C e 0.75 11/03/09
— 70,000 5.95 11/29/13
JIS. Braff(?) . .. . e e 2,084 — 0.30  02/04/09
16,666 — 0.75  06/30/09
24,727 — 0.30  05/06/09
16,663 8,335 4.50  04/28/10
23,435 51,564 i0.53  09/07/16
— 75,000 5.95 11/29/13
5,000 5,000 3.54 12/15/15
Alessandro Galvagni{7) . ........ ... ... ... ... 16,666 — 0.18  09/01/08
28,887 14,446 4.50 04/28/10
23,435 51,564 10,53  09/07/16
— 75,000 5.95 11/29/13

Kristian Segerstrile(8) ............. ... .. ... i —_ — — —

{1y Except as otherwise described in these footnotes, each option vests as to % of the shares of common stock
underlying it on the first anniversary of the grant date and as to ¥s of the shares of common stock underlying it
monthly thereafter. In December 2004, our Board of Directors amended the stock options granted to employees
at the level of vice president and above such that their previously granted stock options would be immediately
exercisable, and determined that, unless otherwise approved by our Board of Directors or our Compensation
Committee, future option grants to these employees would also be immediately exercisable. Any options
exercised prior to their vesting date would be subject to our right of repurchase as specified in the 2001 Stock
Option Plan.

(2) The amounts in this column represent the fair market value of a share of our common stock, as determined by
our Board of Directors, on the option’s grant date. Please see “— Compensation Discussion and Analysis —
Equity Compensation” above for a discussion of how we have valued our common stock.

(3) [n May 2006, upon recommendation and approval from our Compensation Committee, we entered into the
severance agreement described under “— Payments Upon Termination or Change in Control” below, including
a change of contrel proviston, with Mr, Ballard. This agreement was amended in December 2006. This
agreement covers all stock option grants made or to be made to Mr. Ballard.

(4) This option vests monthly as to Ys of the shares of common stock underlying it.
P y g

(5) This stock option was immediately exercisable. It vested as to 4 of the shares of common stock underlying it on
the second anniversary of the grant date and as to Y of the shares of common stock underlying it monthly
thereafter. Any unvested shares vested upon the completion of the Company's initial public offering, so it is
fully vested.

(6) In May 2006. upon recommendation and approval from our Compensation Committee, we entered into the
severance agreement described under “— Payments Upon Termination or Change in Control™ below, including
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a change of control provision, with Mr. Pimentel. This agreement was amended in December 2006, This
agreement covers all stock option grants made or to be made to Mr. Pimentel.

(7) In December 2006, upon recommendation and approval from our Compensation Committee, we entered into a
severance agreement described under “— Payments Upon Termination or Change in Control” below, including
a change of control provision, with each of Ms. Braff and Mr. Galvagni. These agreements cover all stock
option grants made or to be made to Ms. Braff and Mr. Galvagni.

{8) Mr. Segerstrile resigned as an executive officer effective August 2007. He does not hold any options to
purchase securities of the Company.
Option Exercises

The following table shows the number of shares acquired pursuant to the exercise of options by each Named
Executive Officer during 2007 and the aggregate dollar amount realized by the Named Executive Officer upon
exercise of the option.

2007 Option Exercises

Number of
Shares Acquired  Value Realized
Name on Exercise On Exercise(l)
L.Gregory Ballard . ... ... i 50,000 $541,000
Albert A, “Rocky” Pimentel . .......... ... ... — —
JILS, Braff. . . ... 57,188 $372.818
Alessandro Galvagni. ... ... ... ... .. . . . .. e 49,999 $362.015

Kristian Segerstrdle(2). . ... ... — —

(1) The aggregate dollar amount realized upon the exercise of an oplion represents the difference between the
aggregate market price of the shares of our common stock underlying that option on the date of exercise.

(2) Mr. Segerstrile resigned as an executive officer effective August 2007. Mr. Segerstrile did not exercise any
options in 2007.

Pension Benefits

The Company does not provide any pension benefits to the Named Executive Officers.

Nonqualifed Deferred Compensation

The Named Executive Officers are not provided with a nonqualified deferred compensation plan.

Payments Upon Termination or Change in Control
Messrs. Ballard and Pimentel

In May 2006, we entered into severance agreements with Messrs, Ballard and Pimentel, which were amended
in December 2006. Each agreement, as amended, provides that, should the executive terminate his employment for
“good reason” or be terminated, other than for “cause” or disability, within 12 months after a “change in control
transaction,” he would continue for 12 months to receive his then-current base salary and benefits (other than any
prospective bonus) he might have been eligible to receive. Each such executive will also be eligible to receive a
partial bonus prorated for the portion of the relevant peried served by the executive prior to the termination.
Additionally, all of his unvested options or outstanding shares of common stock subject to our lapsing right of
repurchase would become fully vested.
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Ms. Braff, Mr. Galvagni and Mr. Ludwig

In December 2006, our Board of Directors approved severance arrangements with Ms. Braff and Mr. Galvagni,
under which, should the executive terminate his or her employment for “good reason” or be terminated, other than
for “cause” or disability, within 12 months after a “change in control transaction,” the executive would continue for
six months to receive his or her then-current base salary and benefits (other than any bonus) the executive might
have been eligible to receive. Each such executive will also be eligible to receive a partial bonus prorated for the
portion of the relevant period served by the executive prior to the termination. Additionally, each of these executives
outstanding unvested optiens or outstanding shares of commen stock subject to our lapsing right of repurchase
vsould become vested as to an additional 50% of the shares originally subject to that option or lapsing repurchase
right.

The following definitions are utilized in the severance arrangements with each of Messrs. Ballard, Galvagni,
Ludwig and Pimentel and Ms. Braff:

A “change in control transaction” is defined 1o mean the closing of (i) a merger or consolidation in one
transaction or a series of related transactions, in which our securities held by our stockholders before the merger or
consolidation represent less than 50% of the outstanding voting equity securities of the surviving corporation after
the transaction or series of related transactions, (ii) a sale or other wansfer of all or substantially all of our assets as a
going concern, in one transaction or a series of related transactions, followed by the distribution to our stockholders
of any proceeds remaining after payment of creditors or (iii) a transfer of more than 50% of our outstanding voting
equity securities by our stockholders to one or more related persons or entities other than our company in one
transaction or a series of related transactions.

“Good reason” is defined to mean (i) without his or her express written consent, a significant reduction in his or
her duties, position or responsibilities, or his or her removal from these duties, position and responsibilities, unless
he or she is provided with a position of substantially equal or greater organizational level, duties, authority and
compensation; provided, however, that a change of title, in and of itself, or a reduction of duties, position or
responsibilities solely by virtue of our being acquired and made part of a larger entity will not constitute “good
reason,” (ii} a greater than 15% reduction in his or her then-current annual base compensation that is not applicable
to our other executive officers, or (iii) without his or her express written consent, a relocation to a facility or a
tocation more than 30 miles from his or her then-current location of employment.

“Cause” is defined to mean (i) the executive’s committing an act of gross negligence, gross misconduct or
dishonesty, or other willful act, including misappropriation, embezzlement or fraud, that materially adversely

affects us or any of qur customers, suppliers or partners, (it) his or her personal dishonesty, willful misconduct in the -

performance of services for us, or breach of fiduciary duty involving personal profit, (iii) his or her being convicted
of, or pleading no contest to, any felony or misdemeanor involving fraud, breach of trust or misappropriation or any
other act that our Board of Directors reasonably believes in good faith has materially adversely affected, or upon
disclosure will materially adversely affect, us, including our public reputation, (iv) any material breach of any
agreement with us by him or her that remains uncured for 30 days after written notice by us to him or her, unless that
breach is incapable of cure, or any other material unauthorized use or disclosure of our confidential information or
trade secrets involving personal benefit or (v} his or her failure to follow the lawful directions of our Board of
Directors or, if be or she is not the chief executive officer, the lawful directions of the chief executive officer, in the
scope of his or her employment unless he or she reasonably believes in good faith that these directions are not lawful
and notifies our Board of Directors or chief executive officer, as the case may be, of the reasons for his or her belief,

27

rl

hGTe




!'——————.7

The following table below estimate the potential payments to each Named Executive Officer upon involuntary
termination or his or her terminating his or her employment for good reason within 12 months following a change in
our control as of December 31, 2007, using the closing sales price of our common stock on such date ($5.22), based
on vesting as of that date, assuming the Named Executive Officers fully exercised the stock options to the extent
vested and assuming these executive officers could have sold the shares purchased upon exercise and if any shares
were subject to a right of repurchase by the Company, the extent to which such right lapses and the Named
Executive Officer sold such shares:

Equity Benefits and
Name Salary(l) Acceleration(2) Perquisites(3)
L.Gregory Ballard .. ... ... ........... ... ...... $375,000 $170.,732 $14,706
Albert A. “Rocky” Pimentel ...................... 280,000 237,877 14,706
JINS. Braff. .. ..., . . 135,000 20,402 7,353
Alessandro Galvagni .. ... .. ... it 135,000 5,201 2,398

Kristian Segerstrale(4) . . ......... .. o o e — - —

(1) Reflects 12 months of continued salary in the cases of Messrs, Ballard and Pimentel and six months of
continued salary in the cases of the other Named Executive Officers,

(2) Calculated based on the change in control taking place as of December 31, 2007 and based on the closing price
of our stock as of that date. Reflects 100% acceleration of vesting of equity awards in the cases of
Messrs. Ballard and Pimentel, and reflects 50% acceteration of vesting of equity awards in the cases of the
other Named Executive Officers, in each case as of that date.

(3) Reflects 12 months of continued health (medical, dental and vision) and life insurance benefits in the cases of
Messrs. Ballard and Pimentel and six months of continued health {medical, dental and vision) and life insurance
benefits in the cases of the other Named Executive Officers.

(4) Mr. Segersirile resigned as an executive officer effective August 2007,

Employment Agreements and Offer Letters

We are party to the following agreements contained in employment offer letters with our Named Executive
Officers.

L. Gregory Ballard

On September 23, 2003, Mr. Ballard executed our written offer of employment as our Chief Executive Officer
and President. The written offer of employment specifies that Mr. Ballard’s empioyment with us is “at will.”
Mr. Ballard’s current base compensation is $375,000. He is currently eligible to receive a bonus of up to 75% of his
base compensation. The provision of Mr. Ballard’s offer letter regarding termination upon a “change in control”
event has been superseded by the Severance Agreement described above in “— Payments Upon Termination or
Change in Control” above.

Albert A, “Rocky” Pimentel

On September 28, 2004, Mr. Pimentel executed our written offer of employment as our Executive Vice
President and Chief Financial Officer. The written offer of employment specifies that Mr. Pimentel’s employment
with us is “at will.” Mr. Pimentel’s current base compensation is $280,000. He is currently eligible to receive a
bonus of up to 50% of his base compensation. The provision of Mr. Pimentel’s offer letter regarding termination
upon a “change of control” event has been superseded by the Severance Agreement described above in “— Pay-
ments Upon Termination or Change in Control” above.

Alessandro Galvagni

On September 23, 2002, Mr. Galvagni executed our written offer of employment as our Chief Technical
Officer commencing on September 30, 2002. He is currently Senior Vice President of Global Product Development
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and Chief Technology Officer. The written offer of employment does not specify a specific term for Mr. Galvagni’s
employment; rather, Mr. Galvagni’s employment with us is “at will.” Mr. Galvagni’s current base compensation is
$270,000. He is currently eligible to receive a bonus of up to 50% of his base compensation.

Jill S. Braff

On December 23, 2003, Ms. Braff executed our written offer of employment as our Vice President, Marketing
commencing on December 29, 2003. She is currently Senior Vice President of Global Publishing. This offer letter
was subsequently amended on July 23, 2004. The written offer of employment does not specify a specific term for
Ms. Braff’s employment; rather, Ms. Braff’s employment with us is “at will.” Ms. Braff’s current base compen-
sation is $270,000. She is currently eligible to receive a bonus of up to 50% of her base compensation.

Limitation on Liability and Indemnification Matters

Our restated certificate of incorporation contains provisions that limit the liability of our directors for monetary
damages to the fullest extent permitted by Delaware law. Consequently, our directors will not be personally liabie to
us or our stockholders for monetary damages for any breach of fiduciary duties as directors, except tability for the
following:

 any breach of their duty of loyalty to our company or our stockholders;
* acts or omissions not in good faith or that involve intentional misconduct or a-knowing violation of law;

* unlawful payments of dividends or unlawful stock repurchases or redemptions as provided in Section 174 of
the Delaware General Corporation Law; or

* any transaction from which they derived an improper personal benefit,

Our restated bylaws provide that we shall indemnify, to the fullest extent permitted by law, any person who is
or was a party or is threatened to be made a party to any action, suit or proceeding, by reason of the fact that he or she
is or wus one of our directors or officers or is or was serving at our request as a director or officer of another
corporation, partnership, joint venture, trust or other enterprise. Qur restated bylaws provide that we may indemnify,
to the fullest extent permitted by law, any person who is or was a party or is threatened to be made a party to any
action, suit or proceeding, by reason of the fact that he or she is or was one of our employees or agents or is or was
serving at our request as an employee or agent of another corporation, partnership, joint venture, trust or other
enterprise. Our restated bylaws also provide that we must advance expenses incurred by or on behalf of a director or
officer in advance of the final disposition of any action or proceeding, subject to very limited exceptions.

We have obtained insurance policies under which, subject to the limitations of the policies, coverage is
provided to our directors and officers against loss arising from claims made by reason of breach of fiduciary duty or
other wrongful acts as a director or officer, including claims relating to public securities matters, and to us with
respect to payments that may be made by us to these officers and directors pursuant to our indemnification
obligations or otherwise as a matter of law.

In connection with our [PO, we entered into indemnity agreements with each of our directors and executive
officers that may be broader than the specific indemnification provisions contained in the Delaware General
Corporation Law. These indemnity agreements may require us, among other things, to indemnify our directors and
executive officers against liabilities that may arise by reason of their status or service. These indemnity agreements
may also require us to advance all expenses incurred by the directors and executive officers in investigating or
defending any such action, suit or proceeding. We believe that these agreements are necessary to attract and retain
quaiified individuals to serve as directors and executive officers.

At present, we are not aware of any pending litigation or proceeding involving any person who is or was one of
our directors, officers, employees or other agents or is or was serving at our request as a director, officer. employee
or agent of another corporation, partnership, joint venture, trust or other enterprise, for which indemnification is
sought, and we are not aware of any threatened litigation that may result in claims for indemnification.
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and Chief Technology Officer. The written offer of employment does not specify a specific term for Mr. Galvagni’s
employment; rather, Mr. Galvagni’s employment with us is “at will.” Mr. Galvagni’s current base compensation is
$270,000. He is currently eligible to receive a bonus of up to 50% of his base compensation,

Jill S. Braff

On December 23, 2003, Ms. Braff executed our written offer of employment as our Vice President, Marketing
commencing on December 29, 2003. She is currently Senior Vice President of Global Publishing. This offer letter
was subsequently amended on July 23. 2004. The written offer of employment does not specify a specific term for
Ms. Braff’s employment; rather, Ms. Braff’s employment with us is “at will.” Ms. Braff’s current base compen-
sation is $270,000. She is currently eligible to receive a bonus of up to 50% of her base compensation.

Limitation on Liability and Indemnification Matters

Our restated certificate of incorporation contains provisions that limit the liability of our directors for monetary
damages to the fullest extent permitted by Delaware law. Consequently, our directors will not be personally liable to
us or our stockholders for monetary damages for any breach of fiduciary duties as directors, except liability for the
following: ,

« any breach of their duty of loyalty to our company or our stockholders;
* acts or omissions not in good faith or that involve intentional misconduct or a knowing violation of law;

+ unlawful payments of dividends or unlawful stock repurchases or redemptions as provided in Section 174 of
the Delaware General Corporation Law; or

* any transaction from which they derived an improper personal benefit.

Our restated bylaws provide that we shall indemnify, 10 the fullest extent permitted by law, any person who is
or was a party or is threatened to be made a party to any action, suit or proceeding, by reason of the fact that he or she
is or was one of our directors or officers or is or was serving at our request as a director or officer of another
corporation, partnership, joint venture, trust or other enterprise. Our restated bylaws provide that we may indemnify,
to the fullest extent permitted by law, any person who is or was a party or is threatened to be made & party to any
action, suit or proceeding, by reason of the fact that he or she is or was one of our employees or agents or is or was
serving at our request as an employee or agent of another corporation, partnership, joint venture, trust or other
enterprise. Our restated bylaws also provide that we must advance expenses incurred by or on behalf of a director or
officer in advance of the final disposition of any action or proceeding, subject to very limited exceptions.

We have obtained insurance policies under which, subject to the limitations of the policies, coverage is
provided to our directors and officers against loss arising from claims made by reason of breach of fiduciary duty or
other wrongful acts as a director or officer, including claims relating to public securities matters, and to us with
respect to payments that may be made by us to these officers and directors pursvant to our indemnification
obligations or otherwise as a matter of law.

In connection with our IPQ, we entered into indemnity agreements with each of our directors and executive
officers that may be broader than the specific indemnification provisions contained in the Delaware General
Corporation Law. These indemnity agreements may require us, among other things, to indemnify our directors and
executive officers against liabilities that may arise by reason of their status or service. These indemnity agreements
may also require us to advance all expenses incurred by the directors and executive officers in investigating or
defending any such action, suit or proceeding. We believe that these agreements are necessary 1o attract and retain
qualified individuals to serve as directors and executive officers.

At present, we are not aware of any pending litigation or proceeding involving any person who is or was one of
our directors, officers, employees or other agents or is or was serving at our request as a director, officer, employee
or agent of another corporation, partnership, joint venture, trust or other enterprise, for which indemnification is
sought, and we are not aware of any threatened litigation that may result in claims for indemnification.
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Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors, officers
or persons controlling our company pursuant to the foregoing provisions, we have been informed that, in the opinion
of the SEC, that indemnification is against public policy as expressed in the Securities Act and is therefore
unenforceable.

Related Party Transaction Approval Policy

The Board recognizes that related party transactions can present conflicts of interest and questions as to
whether the transactions are in the best interests of the Company.

Our policy and the charters of our Nominating and Governance Committee and our Audit Committee adopted
by our Board of Directors on December 13, 2006 require that any transaction with a related party that must be
reported under applicable rules of the SEC, other than compensation-related matters, must be reviewed and
approved or ratified by our Nominating and Governance Committee, unless the related party is, or is associated
with, a member of that committee, in which event the transaction must be reviewed and approved by our Audit
Committee. These committees have not adopted policies or procedures for review of, or standards for approval of,
these transactions.

Certain Relatibnships and Related Party Transactions

Other than the compensation arrangements that are described above in “Director Compensation,” the option
grants and exercises, restricted stock awards, stock purchases and other arrangements that are described in
“Compensation Discussion and Analysis™ and “Executive Compensation and Related Information,” since Decem-
ber 31, 2006, we have not been a party to any transaction or series of similar transactions in which the amount
involved exceeded or will exceed $120,000 and in which any director, nominee for director, executive officer,
holder of more than 5% of our common stock or certain persons or entities affiliated with them had or will have a
material interest.
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PRINCIPAL STOCKHOLDERS

The following table sets forth certain information regarding ownership of our commaon stock as of April 1,

2008 by:
¢ Each Named Executive Officer;
« Each of our directors and nominees for director;
= all of our executive c;fﬁcers and directors as a group; and

+ all persons known to Glu to beneficially own 5% or more of our common stock.

Share ownership in each case includes shares issuable upon exercise of outstanding options and warrants that
are exercisable within 60 days of April 1, 2008 as described in the footnotes below. Percentage ownership is
calculated pursuant to SEC Rule 13d-3(d)(1) and based on 29,338,260 shares of our common stock outstanding as
of April 1, 2008. Except as otherwise indicated, the address of each of the persons in this table is as follows: ¢/o Giu

Mobile Inc., 2207 Bridgepointe Parkway, Suite 250, San Mateo, California 94404.

Number of Percentage
Shares of

Beneficially Total
Name of Beneficial Owner Owned Vote
5% Stockholders:
New Enterprise Associates 10, LP.(1). ... ... i i e 4,794,449 16.3%
Columbia Management Advisors, LLC(2) . .. ... .. ... i 2,402,030 8.2%
BAVP, L P (3. 2,400,819 8.2%
T. Rowe Price Associates(d) . ... .o e 1.729.852 5.9%
Stephens Investment Management, LLC(5) . ... .. ... ... .. 1,641,189 5.6%
Directors and Named Executive Officers:
L. Gregory Ballard(6) . . . .. .. .. o e e 767,804 2.6%
Albert A. “Rocky” PImentel(7) ... ... i i e e e 347,470 1.2%
JiE S, Braff(B) . .. e e 95,035 *
Alessandro Galvagni(?) ............................................... 102,459 *
Ann Mather(10) . ... .. e e e e e e 78.666 *
William L Miller .. L 10,000 *
Richard A. Moran{l1). .. ... . e e e 88.666 *
Hany M. Nada(12) .. ... ..o e .. 1,089,177 3.7%
A, Brooke Seawell(13) .. ... . e 20,000 *
Daniel L. Skaff(14). . . ... e e 790,862 2.7%
Sharon L. Wienbar(15) . . .. ... . e — —
Ellen Siminoff . . ... e — —
All 12 directors and executive officers asa group(16) ........................ 3,390,139 11.6%

* Represents beneficial ownership of less than 1% of the outstanding shares of our common stock.

(1) The information provided with respect to these shareholders is based solely upon a Schedule 13G dated
February 13, 2008, filed by such stockholder(s) with the Securities and Exchange Commission. The Company
has not done any independent tnvestigation with respect to the beneficial ownership of these stockholder(s).
The address for New Enterprise Associates 10, L.P. is 1119 St. Paul Street, Baltimore, Maryland 21202.

(2) The information provided with respect to this shareholder is based solely upon a report provided by 13F dated
as of February 13, 2008, filed by Bank of America Corporation, the institutional investment manager reporting
for Columbia Management Advisors, LLC, with the Securities and Exchange Commission. The Company has
not done any independent investigation with respect to the beneficial ownership of this stockholder. The
address for Columbia Management Advisors, Inc. is 100 Federal Street, Boston, Massachusetts 02110,
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(3) The voting and disposition of our shares held by BAVP, L.P. are determined by the four managing members of

Scale Venture Management I, LLC (formerly BA Venture Partners V1, LLC), the ultimate general partner of
BAVP, I..P. See footnote (14) regarding the relationship between this securityholder and Ms. Wienbar. The
address of BAVP, L.P. is 950 Tower Lane, Suite 700, Foster City, California 94404,

(4) The information provided with respect to these shareholders is based solely upon a Schedule 13G dated

&)
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&)
{(10)
()

(12)

(13)

(14)

(15)

February 13, 2008, filed by such stockholder{s) with the Securities and Exchange Commission. The Company
has not done any independent investigation with respect to the beneficial ownership of these stockholder(s).
The address for T. Rowe Price Associates is 100 E. Pratt Street, Baltimore, Maryland 21202,

The information provided with respect to these shareholders is based solely upon a Schedule 13G/A dated
February 13, 2008, filed by such stockholder{s) with the Securities and Exchange Commission. The Company
has not done any independent investigation with respect to the beneficial ownership of these stockholder(s).
The address for Stephens Investment Management, LLC is One Ferry Building, Suite 255, San Francisco,
California 94111,

Includes 461,106 shares subject to options that are exercisable within 60 days of April 1, 2008, 26,668 shares
held by Mr. Ballard’s minor children, 130.030 shares held in the L.Gregory Ballard and Lucy H Ballard
Revocable Trust UAD and 150,000 shares held in the L. Gregory Ballard & Lucy H Ballard Trustees for the
Ballard Family GRAT.

Includes 119,096 shares subject to options that are exercisable within 60 days of April 1, 2008 and
33,306 shares subject to our right of repurchase, which right lapses as to 4,757 shares each succeeding
month over the next seven months,

Represents 95,035 shares subject to options that are exercisable within 60 days of April 1, 2008
Includes 71,314 shares subject to options that are exercisable within 60 days of April 1, 2008.
Includes 3,666 shares granted pursuant to a restricted stock award.

Includes 26,000 shares subject to options that are exercisable within 60 days of April |, 2008.and 62,666 shares
held by the Moran Family 2003 Revocable Trust.

Represents 1,067,939 shares held by Granite Global Ventures I L.F. and 21,238 shares held by GGV 11
Entrepreneurs Fund L.P. Mr. Nada is a managing director of the general partner of the foregoing entities,
which has seven individual managing directors, and shares voting and investment power with respect to the
shares held by these entities with the other managing directors of the general partner. Mr. Nada disclaims
beneficial ownership of these shares except to the extent of his individual pecuniary interests in these entities.
Excludes 136,102 shares issuable upon exercise of warrants held by Granite Global Ventures I1 L.P. that were
issued in February 2007.

Excludes 4,847,144 shares held by New Enterprise Associates 10 L.P. and 24,350 shares held by NEA
Ventures 2001, L.P. Mr. Seawell is a venture partner of NEA Development Corp., an entity that provides
administrative services to the foregoing entities. Mr. Seawell does not have voting or dispositive power with
respect to any of the shares held by New Enterprise Associates 10 L.P or NEA Ventures 2001, L.P., and
disclaims beneficial ownership of any securities held by them, except to the extent of his respective
proportionate pecuniary interests in these entities.

Includes 27,252 shares held by the Daniel & Michelle Skaff Trust and 10,263 shares issued pursuant to a
warranl exercise. Mr. Skaff is the managing member of Sienna Associates 111, L.L.C., the general partner of
Sienna Limited Partnership 11, L.P. Mr. Skaff, Robert Conrads and Gilbert Amelio share voting and
dispositive power over these shares and disclaim beneficial ownership of these shares except to the extent
of their respective individual pecuniary interests in this entity. The address of Sienna Limited Partnership III,
L.P. and Mr. Skaff is 2330 Marinship Way, Suite 130, Sausalito, California 94963.

Excludes 2,400,819 shares held by BAVP, L..P. The voting and disposition of our shares held by BAVP, L..P. are
determined by the four individual managing members of BA Venture Partners VI, LLC, the ultimate general
partner of BAVP, L.P. Sharon Wienbar, one of our directors, is one of the members of Scale Venture
Management I, LLC (formerly BA Venture Partners VI, LLC) but does not share voting or dispositive power
for shares of our common stock.
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(16) Includes 33,206 shares subject to our right of repurchase, which right tapses as to 4,757 shares each
succeeding month over the next seven months, and 772,551 shares subject to options that are exercisable
within 60 days of April 1, 2008, of which 421,541 shares, if these options were exercised in full, would be
subject to vesting and right of repurchase in our favor upon the executive officer’s cessation of service prior to
vesting. Excludes the shares indicated to be excluded in footnotes (13) and (15). If, on April 1, 2008,
Mr. Ludwig had served as our Chief Financial Officer in lieu of Mr. Pimentel, the Number of Shares Ben-
eficially Owned would have been 74,796 and the Percentage of Total Vote would have been 0.3%.

REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS

The Audit Committee of the Board of Directors is composed of Ms. Mather and Messrs. Nada and Skaff, each
of whom is an independent director, as independence for audit committee members is defined in the NASDAQ
Stock Market’s listing standards. At the beginning of 2007, the Audit Committee consisted of Ms. Mather and
Messrs. Nada and Seawell; however, Mr. Skaff was appointed to the Audit Committee as Mr. Seawell’s replacement
in March 2008. The Board of Directors has determined that each of Ms. Mather and Mr. Skaff is an “audit
committee financial expert” as defined in Item 407(d) of Regulation S-K.

As members of the Audit Committee for the 2008 fiscal year, we assist the Board of Directors in fulfilling its
responsibilities relating to the oversight of the accounting, financial reporting, internal controls, financial practices
and audit activities of Glu and its subsidiaries. The Board of Directors has determined that each member of the
Audit Committee is an independent director as defined in the NASDAQ Stock Market's listing standards. The Audit
Committee operates under a charter.

In fulfilling its oversight role, the Audit Committee has reviewed and discussed with management and the
independent registered public accounting firm Glu’s audited financial statements. The Audit Committee met eleven
times during the 2007 fiscal year, including meetings with our independent registered public accounting firm to
review our quarterly and annual results. It is not the duty of the Audit Committee to plan or conduct audits or to
determine that the financial statements are complete and accurate and conform to generally accepted accounting
principles, Management is responsible for the preparation, presentation, and integrity of Glu’s financial statemnents,
accounting and financial reporting principles, internal controls, and procedures designed 1o ensure compliance with
accounting standards, applicable laws and regulations. PricewaterhouseCoopers LLP, Glu’s independent registered
public accounting firm, is responsible for expressing an opinion on the conformity of Glu’s audited financial
statements to generally accepted accounting principles.

The Audit Committee discussed with our independent registered public accounting firm the matters required to
be discussed by Statement on Auditing Standards No. 61 (Communication with Audit Committees). Qur inde-
pendent registered public accounting firm also provided to the Audit Committee the written disclosures and the
letter required by Independence Standards Board Standard No. 1 (Independence Discussions with Audit Com-
mittees), and the Audit Committee discussed with the independent registered public accounting firm that firm’s
independence.

Based upon the Audit Committee’s review and discussions referred to above, the Audit Committee recom-
mended to the Board of Directors that our audited consolidated financial statements be included in our Annual
Report on Form 10-K for the year ended December 31, 2007, filed with the Securities and Exchange Commission on
Mlarch 31, 2008.

Submitted by the Audit Committee of the Board of
Directors,

Ann Mather

Hany M. Nada
Daniel L, Skaff
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RATIFICATION OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM,
PRICEWATERHOUSECOOPERS LLP, FOR THE 2008 FISCAL YEAR

(Item No. 2 on the Proxy Card)

Our Audit Committee has selected, and is submitting for ratification by the stockholders its selection of, the
firm of PricewaterhouseCoopers LLP (*“PwC™) to serve as our independent registered public accounting firm for the
fiscal year ending December 31, 2008 and until their successors are appointed. Although action by stockholders is
not required by law, the Audit Committee has determined that it is desirable to request approval of this selection by
the stockholders. Notwithstanding the selection, the Audit Committee, in its discretion, may direct the appointment
of a new independent registered public accounting firm at any time during the year, if the Audit Committee feels that
such a change would be in the best interests of Glu and its stockholders. In the event of a negative vote on
ratification, the Audit Committee will reconsider the selection of PwC as our independent registered public
accounting firm.

The following table sets forth the aggregate fees and related expenses for professional services provided by
PwC during 2007 and 2006. The Audit Committee considered the provision of the services corresponding to these
fees, and the Audit Committee believes that the provision of these services is compatible with PwC maintaining its
independence. The Audit Committee pre-approval policies and procedures require prior approval of each engage-
ment of PwC to perform services. We adopted these pre-approval policies in accordance with the requirements of
the Sarbanes-Oxiey Act and the professional services listed below were approved in accordance with these policies.

2007 2006
AUIL FBES . . ot e e e s 51,241,000  $ 719,000
Audit-related fees . ... ... e e 140,000 529,000
TaAX 05 . ot ot e e e e 157,000 35,000
AL Other .« . e e 4,000 2,600
TOTAL o e e e e $1,542,000  $1,285,000

For the year ended December 31, 2007, fees for PwC audit services include fees associated with the integrated
annual audit, reviews of Glu’s quarterly reports on Form 10-Q, accounting consultations and SEC registration
statements. All other fees include fees associated with the annual subscription to PwC online accounting and
auditing research tool.

Representatives of PwC are expected to be at the Annual Meeting. Representatives of PwC will be given the
opportunity to make a statement if they desire to do so, and they will be available to respond to appropriate
guestions.

THE BOARD OF DIRECTORS RECOMMENDS THAT STOCKHOLDERS VOTE FOR THE
RATIFICATION OF PRICEWATERHOUSECOOPERS LLP AS OUR INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM FOR THE 2008 FISCAL YEAR,
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STOCKHOLDER PROPOSALS FOR THE 2009 ANNUAL MEETING OF STOCKHOLDERS

Under our Bylaws, stockholders who wish to present proposals for action, or to nominate directors, at our next
annual meeting of stockholders (that is, the next annual meeting following the Annual Meeting to which this Proxy
Statement relates) must give written notice thereof to our Corporate Secretary at the address set forth on the cover
page of this Proxy Statement in accordance with the provisions of our Bylaws, which require that such notice be
given not less than 75 days nor more than 105 days prior to the first anniversary of the date of the immediately
preceding annual meeting of stockholders. To be timely for the 2009 Annual Meeting of Stockholders, a
stockholder’s notice must be received by us between February 18, 2009 and March 20, 2009. Such proposals
should be delivered or mailed to the attention of our Corporate Secretary at our principal executive offices, which
are Glu Mobile Inc., 2207 Bridgepointe Parkway, Suite 250, San Mateo, California 94404.

If the date of the 2009 annual meeting is more than 30 days before or more than 60 days after the anniversary
date of the 2008 unnual meeting, in order for a notice to be timely, it must be delivered no earlier than 105 days and
not later than 75 days prior to the 2009 annual meeting or the close of business on the 10th day following the day on
which the Company first publicly announces the date of the 2009 annual meeting.

These stockholder notices must contain information required by our Bylaws. We reserve the right to reject, rule
out of order, or take other appropriate action with respect to any proposal that does not comply with these and other
applicable requirements. If a matter is properly brought before our next annual meeting under the procedures
cutlined in this paragraph, the proxy hclders named by our Board of Directors will have the discretion to vote on
such matter without having received directions from stockholders delivering proxies to them for such meeting,
provided that our proxy statement for our next meeting briefly describes the matter and how the proxy holders
intend to vote on it.

In order for proposals to be eligible for inclusion in our proxy statement and proxy card for the next annual
meeting pursuant to Rule 14a-8 under the Exchange Act, stockholder proposals would have to be received by our
Corporate Secretary no later than January 2. 2009 and satisfy the conditions established by the Securities and
Exchange Commission for stockholder proposals. In order for such stockholder proposals to be eligible 10 be
brought before the stockholders at the 2009 annual meeting, the stockholder submitting such proposals must also
comply with the procedures, including the deadlines, required by our then current Bylaws, as referenced in the
preceding paragraph. Stockholder nominations of directors are not stockholder proposals within the meaning of
Rule 14a-8 and are not eligible for inclusion in our proxy statement, Any such nominations should comply with our
Bylaws.

TRANSACTION OF OTHER BUSINESS

At the date of this Proxy Statement, the Board of Directors knows of no other business that will be conducted at
the 2008 Annual Meeting of Stockholders other than as described in this Proxy Statement. If any other matter or
matters are properly brought before the Annual Meeting, or any adjournment of the Annual Meeting, it is the
intention of the persons named in the accompanying form of proxy to vote the proxy on such matters in accordance
with their best judgment.

By Order of the Board of Directors,

Jur [

Kevin §. Chou
Vice President, General Counsel and Secretary

May 2, 2008
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Forward Looking Statements

The information in this Annual Report on Form 10-K contains forward-looking statements within the meaning
of Section 27A of the Securities Act of 1933, as amended (Securities Act), and Section 21E of the Securities
Exchange Act of 1934, as amended (Exchange Act). Such statements are based upon current expectations that
involve risks and uncertainties. Any statements contained herein that are not statements of historical facts may be

deemed to be forward-looking statements. For example, words such as “may,” “will,” “should,” “estimates,”
“predicts,” “potential,” “‘continue, " e S

[T TS

strategy,” “believes,” “anticipates,” “plans,” “expects,” “intends” and similar
expressions are intended to identify forward-looking statements. Our actual results and the timing of certain events
may differ significantly from the results discussed in the forward-looking staternents. Factors that might cause or
contribute to such differences include, but are not limited to, those discussed elsewhere in this Annual Report on
Form 10-K in the section titled “Risk Factors” and the risks discussed in our other Securities and Exchange
Commission (SEC) filings. We undertake no obligation to publicly release any revisions to the forward-looking
statements after the date of this Annual Report on Form 10-K.

PART I

Item L. Business
Overview

Glu Mobile is a leading global publisher of mobile games. We have developed and published a portfolio of
more than 195 casual and traditional games to appeal 10 a broad cross section of the subscribers served by our more
than 200 wireless carriers and other distributors. We create games and related applications based on third-party
licensed brands and other intellectual property, as well as on our own original brands and intellectual property. Our
games based on licensed intellectual property include Call of Duty 4, Deer Hunter 2, Diner Dash 2, Sonic the
Hedyehog, Transformers, World Series of Poker and Zuma. Our original games based on our own intellectual
property include Brain Genius, Frantic Factory, My Hangman, Shadowalker, Space Monkey and Super K.O.
Boxing.

We believe that the rapid growth of the mobile game market has been driven by continued advances in wireless
communications technology, proliferation of multimedia-enabled mobile handsets, increasing availability of high-
yuality mobile games and increasing end-user awareness of, and demand for, mobile games.

We seek to attract end users by developing engaging content that is designed specifically to take advantage of
the portability and networked nature of mobile handsets. We leverage the marketing resources and distribution
infrastructure of wireless carriers and the brands and other intellectual property of third-party content owners,
allowing us to focus our efforts on developing and publishing high-quality mobile games. We believe that the
quality of our games, the breadth of our distribution and licensing relationships, and the advantages we gain through
aur technology will enable us to gain share in this growing market.

By using carriers’ distribution infrastructures, we afford end users of our games the convenience of paying
through their mobile phone bill, while eliminating for us the traditional publishing costs associated with packaging,
shipping, stocking, inventory management and return processing. In 2007, our largest wireless carrier customers in
=ach region by revenues were Verizon Wireless, AT&T, Sprint Nextel and T-Mobile USA in North America;
Vodafone, Hutchinson 3G, Orange and O2 in Europe; TelCel, TIM Celular and Vivo in Latin America; and
Vodafone and Hutchinson 3G Australia in Asia Pacific. Carriers market and distribute our games. retaining a
portion of the gross fee paid by their subscribers for purchasing or accessing our games and paying to us the
remainder. Thus, the carriers have the opportunity to increase their average revenue per subscriber.

By licensing intellectual property from third-party content owners, we provide end users brands and content
with which they are familiar, while eliminating for us the need to develop all of our games from our own intellectual
property. Qur branded content owners provide us with well-known consumer brands and other intellectual property
on which we have based mobile games. When we use licensed content in the development of our games, or when we
distribute mobile games developed by branded content owners, we share with the branded content owner a portion
of the amount paid to us by carriers, thereby allowing it to derive incremental revenue from its content. We also
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provide a solution for content owners to the development and distribution challenges associated with creating and
distributing their own mobile games.

We believe that our carriers and content owners value our global reach, the consistently high quality of our
game portfolio, the creativity of our development studios, and our mobile-specific development expertise, including
our ability to port games to more than 1,000 different handset models with various combinations of underlying
technologies, user interfaces, keypad layouts, screen resolutions, sound capabilities and other carrier-specific
customizations.

Our Competitive Strengths

We believe we have a proven capability to develop high-quality mobile games that engage end users. Our
portfolio of more than 195 games includes a variety of genres and is designed to appeal to the diverse interests of the
broad wireless subscriber population. As the mobile entertainment market continues to develop, we believe that
wireless carriers and branded content owners will increasingly recognize the benefits of partnering with inde-
pendent mobiie entertainment publishers that have achieved the scale necessary to develop and publish a consistent
portfolio of high-quality games and to distribute them globally. We believe that we will continue to be attractive to
carriers, content owners and end users because of the following:

* our diverse portfolio of award-winning high quality mobile games;
*» our global scale in distribution, sales and marketing;

* our strong relationships with branded content owners;

¢ our proprietary porting and data mining capabilities; and

* our experienced management team.

Our Strategy

Our goal is to be the leading global publisher of mobile games and other mobile entertainment applications. To
achieve this goal, we plan to:

* continue to create award-winning games through ongoing investment in our studio and technical devel-
opment capabilities; -

» leverage and grow our portfolio of games;
» expand and strengthen our distribution;
* build up our position as a leading global publisher to strengthen licensing relationships; and

= gain scale through seiect acquisitions.

Our Products

We design our portfolio of games to appeal to the diverse interests of the broad wireless subscriber population,
We believe that the quality of our games, as recognized by numerous industry awards, is key to their repeated
success. We focus on developing a portfolio of games across a number of genres designed to increase adoption and
repeat purchase rates by subscribers, We also develop and publish ringtones and wallpaper in coordination with a
small number of our games, such as Transformers. Revenues from applications other than games have not been
material to date.

End users typically purchase our games from their wireless carrier and are billed on their monthly phone bill,
In the United States, one-time fees for unlimited use generally range between approximately $5.00 and $10.00, and
prices for subscriptions generally range between approximately $2.50 and $4.00 per month, typically varying by
game and carrier. In Europe, one-time fees for unlimited use generally range between approximately $2.50 and
$10.00 (at current exchange rates), and prices for subscriptions generally range between approximately $1.50 and
$4.00 per month (at current exchange rates), typically varying by game and carrier. Prices in the Asia-Pacific and




Latin America regions are generally lower than in the United States and Europe. Carriers normally share with us
50% to 70% of their subscribers” payments for our games, which we record as revenues. 1n the case of games based
on licensed brands, we, in turn, share with the content licensor a portion of our revenues. The average royally rate
that we paid on games based on licensed intellectual property was approximately 34% in 2006 and approximately
31% in 2007. However, the individual royalty rates that we pay can be significantly above or below the average
because our licenses were signed over a number of years and in many cases were negotiated by one of the companies
we acquired. The royalty rates also vary based on factors such as the strength of the licensed brand.

Qur portfolio of games includes original games based on our own intellectual property and games based on
brands and other intellectual property licensed from branded content owners. These latter games are tnspired by
non-mobile brands and intellectuat property, including movies, board games, [nternet-based casual games and
console games. In 2007, Glu-branded original games accounted for approximately 11.9% of our revenues. Games
based on licensed content from Hasbro, under agreements covering Transformers, Monopoly, Game of Life and
other titles, accounted for approximately 22.9% of our revenues for this period, As previously disclosed, the license
covering the classic Hasbro board game titles terminates at the end of the first quarter of 2008. No other licensor
represented more than 10.0% of our revenues in 2007. As a result of the ordinary lifecycle of titles and the pending
expiration of various agreements, we do not expect any licensor to account for more than 10% of revenues in 2008,

Our games typically generate revenues for 18 to 24 months after release. As a result, we generate a significant
portion of our revenues from our coilection of games that have been in release for more than 12 months, which we
sometimes refer to as our catalog. In 2007, we had more than 195 active titles generating revenues, of which the
casual, pop culture, gamer, classic and sports genres each had at least 20 titles.

Wireless carriers generally control the price charged to end users for our mobile games either by approving or
establishing the price of the games charged 1o their subscribers. Some of our carrier agreements also restrict our
ability to change established prices. In cases where carrier approval is required, approvals may not be granted in a
timely manner or at all. A failure or delay in obtaining these approvals, the prices established by the carriers for our
games, or changes in these prices could adversely affect market acceptance of those games. Similarly, for the
significant minority of our carriers, inctuding Verizon Wireless, when we make changes to a pricing plan (the
wholesale price and the corresponding suggested retail price based on our negotiated revenue-sharing arrange-
ment), adjustments to the actual retail price charged to end users may not be made in a timely manner or at all, even
though our wholesale price was reduced. A failure or delay by these carriers in adjusting the retail price for our
games could adversely affect sales volume and our revenues for those games.

Changes in end-user tastes and advances in technology combined with limitations on our ability o introduce
additional versions of games under many of our license agreements, even those with durations longer than the
typical shelf life of our games, mean that we are frequently evaluating ideas for new potential games and will need
to obtain new licenses or develop new original games on an ongoing basis. We may be unable to obtain new licenses
or to obtain them on terms favorable to us. Failure to maintain or renew our existing licenses or to obtain additional
licenses could impair our ability to introduce new mobile games or continue cur current games, which could
materially harm our business, operating results and financial condition. Even if we are successful in gaining new
licenses or extending existing licenses, we may fail to anticipate the entertainment preferences of our end users
when making choices about which brands or other content to license. If the entertainment preferences of end users
shift to content or brands owned or developed by companies with which we do not have relationships, we may be
unable to establish and maintain successful relationships with these developers and owners, which would materially
harm our business, operating results and financial condition.

Sales, Marketing and Distribution

We market and sell our games primarily through wireless carriers. Because of our internal development,
porting and operations capabilities, we believe that we have an advantage over our competitors in the ability to
execute simultaneous and coordinated “‘day-and-date™ game launches. These coordinated launches typically are
used for games associated with other content platforms such as films, television and console games. We also
coordinate our marketing efforts with carriers and mobile handset manufacturers in the launch of new games with
new handsets.
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Our sales and marketing organization focuses on increasing end-user awareness, adoption and repeat purchase
rates through a variety of programs, We co-market our games with our partners, including carriers, branded content
owners and direct-to-consumer companies. For example, when we create an idea for a game, we discuss the game
with carriers early in the development process to gain an understanding of the attractiveness of the game to them, to
obtain their other feedback regarding the game, and to develop plans for co-marketing and a potential launch
strategy. We also coordinate our marketing efforts with those of branded content owners, especially where our
games will be launched concurrently with their film, television show or other entertainment product. These
programs leverage the sales and marketing resources of our carriers and content licensors to amplify our own sales
and marketing efforts. In addition, we work with our carriers to develop merchandising initiatives that stimulate trial
and purchase such as pre-loading of games on handsets, often with free trials, Glu-branded game menus that offer
games for trial or sale, and pay-per-play or other alternative billing arrangements.

We believe that placement of games on the top level or featured handset menu or toward the top of the genre-
specific or other menus, rather than lower down or in sub-menus, is likely to result in games achieving a greater
degree of commercial success, We believe that a number of factors may influence the deck placement of a game
including:

= the perceived attractiveness of the title or brand;

* the past success of the game or of other games previously introduced by a publisher;
* the number of handsets for which a version of the game is available;

= the relationship with the applicable carrier;

* the carrier’s economic incentives with respect to the particular game, such as the revenue split
percentage; and

* the level of marketing support, including marketing development funds.

If carriers choose to give our games less favorable deck placement, our games may be less successful than we
anticipate and our business, operating results and financial condition may be materiaily harmed.

We currently have agreements with more than 200 carriers and other distributors that in the aggregate reach
more than one billion subscribers. End users download our mobile games and related applications to their handsets,
and typically their carrier bills them a one-time fee or monthly subscription fee, depending on the end user’s desired
payment arrangement and the carrier’s offerings. Our carrier distribution agreements establish the portion of
revenues that will be retained by the carrier for distributing our games and other applications. Our carrier
agreementis do not establish us as the exclusive provider of mobile games with the carriers and typically have a term
of one or two years with automatic renewal provisions upon expiration of the initial term, absent a contrary notice
from either party. In addition, the carriers can usually terminate these agreements early and, in some instances, at
any lime without cause, which could give them the ability to renegotiate economic or other terms. The agreements
generally do not obligate the carriers to market or distribute any of our games. In many of these agreements, we
warrant that our games do not contain libelous or obscene content, do not contain material defects or viruses, and do
not violate third-party intellectual property rights and we indemnify the carrier for any breach of a third parnty’s
intellectual property. )

In 2007, Verizon Wireless accounted for 23.0% of our revenues. No other carrier represented more than 10.0%
of our revenues in 2007. In 2006, Verizon Wireless, Sprint Nextel, AT&T and Vodafone accounted for 20.6%,
12.6%, 11.3% and 10.6%, respectively, of our revenues. In 2005, those carriers accounted for 24.3%, 11.9%, 11.9%
.and 6.2%, respectively, of our revenues.

Although we intend to continue the primary distribution of our games through carriers, we also market and sell
our games through our own website and various Internet portals. Currently, revenues from these alternative
distribution channels are immaterial. However, we believe that these channels increase the exposure of our games
and brand to end users and that they may become significant channetls in the future. As with our carriers, we believe
that inferior placement of our games in the menus of off-deck distributors will result in lower revenues than might
otherwise be anticipated from these alternative sales channels.




Carriers and other distributors also control billings and collections for our games, either directly or through
third-party service providers. We depend on their reports for information regarding the amount of sales of our games
and related applications and to determine the amount of royalties we owe branded content licensors and the amount
of our revenues. These reports may not be timely, and in the past they have contained, and in the future they may
contain, errors. If our carriers or their third-party service providers cause material inaccuracies when providing
billing and collection services to us, our revenues may be less than anticipated or may be subject to refund at the
discretion of the carrier. This could harm our business, operating results and financial condition.

Seasonality

Many new mobile handset models are released in the fourth calendar quarter to coincide with the holiday
shopping season. Because many end users download our games soon after they purchase new handsets, we generally
experience seasonal sales increases based on the holiday selling period. However, due to the time between handset
purchases and game purchases, most of this holiday impact occurs for us in our first calendar quarter. In addition, we
seek to release many of our games in conjunction with specific events, such as the release of a related movie.
Further, for a variety of reasons, including roaming charges for data downloads that may make purchase of our
games prohibitively expensive for many end users while they are traveling, we sometimes experience scasonal sales
decreases during the summer, particularly in Europe.

Studios

We have six internal studios that create and develop games and other entertainment products tailored to mobile
handsets. These studios, based in San Mateo, California, London, England, Beijing, China, Hefei, China, Sao Paulo,
Brazil and Moscow, Russia, have the ability to design and build products from original intellectual property, based
on games originated in other media such as online and game consoles, or based on other licensed brands and
intellectual property.

Where we license intellectual property from films or other brands or content not based on games from other
media, our game development process involves a significant amount of creativity. Even licensed console or Internet
games require more than a simple port to the mobile environment; rather, our developers must create games that are
inspired by the game play of the original. In each of these cases, our creative and technical studio expertise is
necessary to design games that appeal to end users and work well on handsets with their inherent limitations such as
small screen sizes and control buttons.

In addition, our studios develop games with worldwide appeal such as Transformers as well as games that are
regionally and culturally relevant like Pasapalabra. We anticipate expanding our creative and development teams in
Asia and Latin America for localization and development of culturally attuned games.

Product Development and Technology

We have developed proprietary technologies and product development processes that are designed to enable us
rapidly and cost effectively 1o develop and publish games that are consistently rated as high quality by industry
publications such as IGN Entertainment, Modojo and WGWorld, and that meet the needs of our wireless carriers.
These technologies and processes include:

* our development platforms;

* porting tools and processes;

* broad development capabilities;

+ application hosting;

= provisioning and billing capabilities;

= merchandising and marketing platform; and

+ thin client-server platform.
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As of December 31, 2007, we had 287 employees in research and development, up from 150 as of December 31,
2006. Research and development expenses were $22.4 million and $16.0 million for 2007 and 2006, respectively, We
expect to increase to increase in absolute dollars spending for research and development activities,

Competition

Qur primary competitors include Electronic Arts (EA Mobile) and Gameloft, with Electronic Arts having the
largest market share of any company in the mobile games market. In the future, likely competitors include major
media companies, traditional video game publishers, content aggregators, mobile software providers and inde-
pendent mobile game publishers. Wireless carriers may also decide to develop, internally or through a managed
third-party developer, and distribute their own mobile games. If carriers enter the mobile game market as publishers,
they might refuse to distribute some or all of our games or might deny us access to all or part of their networks.

The development, distribution and sate of mobile games is a highly competitive business. For end users, we
compete primarily on the basis of brand, game quality and price. For carriers, we compete for deck placement based
on these factors, as well as histerical performance and perception of sales potential and relationships with licensors
of brands and other intellectual property. For content and brand licensors, we compete based on royalty and other
economic terms, perceptions of development quality, porting abilities, speed of execution, distribution breadth and
relationships with carriers. We also compete for experienced and talented empiloyees.

Some of our competitors’ and our potential competitors’ advantages over us, either globally or in particular
geographic markets, include the following:

+ significantly greater revenues and financial resources;
« stronger brand and consumer recognition regionaily or worldwide;

« the capacity to leverage their marketing expenditures across a broader portfolio of mobile and non-mobile
products;

+ more substantial intellectual property of their own from which they can develop games without having to pay
royalties;

» pre-existing relationships with brand owners or carriers that afford them access to intetlectual property while
blocking the access of competitors to that same intellectual property;

« greater resources to make acquisitions;
« lower labor and development costs; and
* broader globai distribution and presence.

Further, our capital resources limit the number of games that we can develop and market, and any inability to
predict successfully the appropriate level of marketing investment in each game could result in lower earnings than
we anticipate.

Intellectual Property

Our intellectual property is an essential element of our business. We use a combination of trademark,
copyright, trade secret and other intellectual property laws, confidentiality agreements and license agreements to
protect our intellectual property. Our employees and independent contractors are required to sign agreements
acknowledging that all inventions, trade secrets, works of authorship, developments and other processes generated
by them on our behalf are our property. and assigning to us any ownership that they may claim in those works.
Despite our precautions, it may be possible for third parties to obtain and use without consent intellectual property
that we own or license. Unauthorized use of our intellectual property by third parties, and the expenses incurred in
protecting our intellectual property rights, may adversely affect our business.

We are the owner of 11 rademarks registered with the U.S. Patent and Trademark office, including Glu, Aipha
Wing, Ancient Empires, Super K.O. Boxing and our g’ character logo, and have ten trademark applications pending
with the U.S. Patent and Trademark Office, including Brain Genius, Frantic Factory, Get Cookin', Poppin Panda,
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Shadowalker, Space Monkey, Vegus Hustler and White House Rumble. We also own one or more registered
trademarks in Argentina, Austratia, Canada, Chile, Colombia, Dominican Republic, Ecuador, the European Union,
Guaternala, Hong Kong, Japan, Mexico, New Zealand, Panama, Peru, Singapore, South Korea, Taiwan, Thailand,
the United Kingdom, Uruguay and Venezuela, including the names Alpha Wing, Ancient Empires, Brain Genius,
Super K.O. Boxing, Glu and our "g’ character logo, and have a number of trademark applications pending in more
than ten other jurisdictions for the same and other trademarks. Registration of both U.S. and foreign trademarks are
renewable every ten years.

In addition, many of our games and other applications are based on or incorporate intellectual property that we
license from third parties. We have both exclusive and non-exclusive licenses to use these properties for terms that
generally range from two to five years. Our licensed brands include, among others, Age of Empires 11, Call of Duty
4, Deer Hunter 2, Diner Dash 2, Sonic the Hedgehog, Transformers, World Series of Poker and Zuma. Our licensors
include a number of well-established video game publishers and major media companies.

From time to time, we may encounter disputes over rights and obligations concerning intellectual property.
Although we believe that our product offerings do not infringe the intellectual property rights of any third party, we
cannot be certain that we will prevail in any intellectual property dispute. If we do not prevail in these disputes, we
may lose some or all of our intellectual property protection, be enjoined from further sales of our games or other
applications determined to infringe the rights of others, and/or be forced to pay substantial royalties to a third party,
any of which would have a material adverse effect on our business, financial condition and results of operations,

Employees

As of December 31, 2007, we had 417 employees, including 287 in research and product development. Of
these employees, 139 were in the United States and Canada, 101 were in Europe, 165 were in Asia Pacific and 12
were in Latin America. None of our employees is represented by a labor union or is covered by a collective
hargaining agreement. We have never experienced any employment-related work stoppages and consider relations
with our employees to be good.

Corporate History and Information

We were incorporated in Nevada in May 2001 as Cyent Studios, Inc. and changed our name to Sorrent, Inc, oo
later that year. In November 2001, we incorporated a wholly owned subsidiary in California, and, in December i
2001, we merged the Nevada corporation into this California subsidiary to form Sorrent, Inc., a California
corporation. In May 2005, we changed our name 10 Glu Mobile Inc. In March 2007, we reincorporated in Delaware
and implemented a 1-for-3 reverse split of cur common stock and convertible preferred stock. Also in March 2007,
we completed our initial public offering. In December 2004, we acquired Macrospace Limited, or Macrospace, a
company registered in England and Wales, in March 2006, we acquired iFone Holdings Limited, or together with its
affiliates iFone, a company registered in England and Wales, in December 2007, we acquired Beijing Zhangzhong £
MIG [nformation Technology Co. Lid., or together with its affiliates MIG, a domestic limited liability company 7=
organized under the laws of China, and in March 2008, we acquired Superscape Group plc, or together with its
affiliates Superscape, a company registered in England and Wales with operations in Russia.

Available Information

Our Internet address is www.glu.com. There we make available, free of charge, our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and any amendments to those reports, as
soon as reasonably practicable after we'electronically file such material with, or furnish it to, the SEC. Our SEC
reports can be accessed through the Investors section of our Web site. The information found on our Web site is not
part of this or any other report we file with or furnish to the SEC.
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Item 1A. Risk Factors

Our business is subject to many risks and uncertainties, which may affect our future financial performance. If
any of the events or circumstances described below occurs, our business and financial performance could be
harmed, our actual results could differ materially from our expectations and the market value of our stock could
decline. The risks and uncertainties discussed below are not the only ones we face. There may be additional risks
and uncertainties not currently known to us or that we currently do not believe are material that may harm our
business and financial performance. Because of the risks and uncertainties discussed below, as well as other
variables affecting our operating results, past financial performance should not be considered as a reliabie indicator
of future performance and investors should not use historical trends to anticipate results or trends in future periods.

Risks Related to Our Business
We have a history of net losses, may incur substantial net losses in the future and may not achieve profitability.

We have incurred significant losses since inception, including a net loss of $17.9 million in 20035, a net loss of
$12.3 million in 2006 and a net loss of $3.3 million in 2007. As of December 31, 2007, we had an accumulated
deficit of $52.4 million. We expect to continue to increase expenses as we implement initiatives designed to
continue to grow our business, including, among other things, the development and marketing of new games, further
international expansion, expansion of our infrastructure, acquisition of content, and general and administrative
expenses associated with being a public company. If our revenues do not increase to offset these expected increases
in operating expenses, we will continue to incur significant losses and will not become profitable. Our revenue
growth in recent periods should not be considerad indicative of our future performance. In fact, in future periods,
our revenues could decline. Accordingly, we may not be able to achieve profitability in the future.

We have a limited operating history in an emerging market, which may make it difficult to evaluate our business.

We were incorporated in May 2001 and began selling mobile games in July 2002. Accordingly, we have only a
limited history of generating revenues, and the future revenue potential of our business in this emerging market is
uncertain. As a result of our short operating history, we have limited financial data that can be used to evaluate our
business. Any evaluation of our business and our prospects must be considered in light of our limited operating
history and the risks and uncertainties encountered by companies in our stage of development. As an early stage
company in the emerging mobile entertainment industry, we face increased risks, uncertainties, expenses and
difficulties. To address these risks and uncertainties, we must do the following:

* maintain our current, and develop new, wireless carrier relationships, particularly in international markets;

maintain and expand our current, and develop new, relationships with third-party branded content owners;

* retain or improve our current revenue-sharing arrangements with carriers and third-party branded content
OWners;

maintain and enhance our own brands;

continue to develop new high-quality mobile games that achieve significant market acceptance;

continue to port existing mobile games to new mobile handsets;

continue to develop and upgrade our technology;
* continue to enhance our information processing systems;
* increase the number of end users of our games;

* maintain and grow our non-carrier, or “off-deck,” distribution, including through our website and third-party
direct-to-consumer distributors;

» expand our development capacily in countries with lower costs;

* execute our business and marketing strategies successfully;




* respond to competitive developments; and
* artract, integrate, retain and motivate qualified personnel.

We may be unable to accomplish one or more of these objectives, which could cause our business to suffer. In
addition, accomplishing many of these efforts might be very expensive, which could adversely impact our operating
results and financial condition.

Our financial results could vary significantly from quarter to quarter and are difficult to predict.

Our revenues and operating results could vary significantly from quarter to quarter because of a variety of
factors, many of which are outside of our control. As a result, comparing our operating results on a pericd-to-period
basis may not be meaningful. In addition, we may not be able to predict our future revenues or results of operations.
We base our current and future expense levels on our internal operating plans and sales forecasts, and our operating
costs are to a large extent fixed. As a result, we may not be able to reduce our costs sufficiently to compensate for an
unexpected shortfall in revenues, and even a small shortfall in revenues could disproportionately and adversely
affect financial results for that quarter. Individual games and carrier relationships represent meaningful portions of
our revenues and net loss in any quarter. We may incur significant or unanticipated expenses when licenses are
renewed, or we may experience a significant reduction in revenue if licenses are not renewed. In addition, some
payments from carriers that we recognize as revenue on a cash basis may be delayed unpredictably.

We are also subject to macroeconomic fluctuations in the U.S. economy, including those that impact
discretionary consumer spending. Recent macreeconomic issues such as those involving sub-prime mortgages
and liquidity issues, as well as liquidity issues in the auction rate securities that we invest in, may negatively impact
the economy and our growth. If these issues persist, or if the economy enters a prolonged period of decelerating
growth or recession, our results of operations may be harmed.

In addition to other risk factors discussed in this section, factors that may contribute to the variability of our
quarterly results include:

» the number of new mobile games released by us and our competitors;

» the timing of release of new games by us and our competitors, particularly those that may represent a
significant portion of revenues in a period;

* the popularity of new games and games released in prior periods;

* changes in prominence of deck placement for' our leading games and those of our competitors;

« the expiration of existing content licenses for particular games;

* the timing of charges related to impairments of goodwill, intangible assets, prepaid royalties and guarantees;
= changes in pricing policies by us, our competitors or our carriers and other distributors;

* changes in the mix of original and licensed games, which have varying gross margins;

* the timing of successful mobile handset launches;

* the timeliness of reporting from carriers;

* the seasonality of our industry;

* fluctuations in the size and rate of growth of overall consumer demand for mobile games and related content;

* strategic decisions by us or our competitors, such as acquisitions, divestitures, spin-offs, joint ventures,
strategic investments or changes in business strategy;

= our success in entering new geographic markets;
» foreign exchange fluctuations;

= accounting rules governing recognition of revenue;
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« the timing of compensation expense associated with equity compensation grants; and
+ decisions by us to incur additional expenses, such as increases in marketing or research and development.

As aresult of these and other factors, our operating results may not meet the expectations of investors or public
market analysts who choose to follow our company. Failure to meet market expectations would likely result in
decreases in the trading price of our common stock.

The markets in which we operate are highly competitive, and many of our competitors have significantly greater
. resources than we do,

The development, distribution and sale of mobile games is a highly competitive business. For end users, we
compete primarily on the basis of brand, game quality and price. For wireless carriers, we compete for deck
placement based on these factors, as well as historical performance and perception of sales potential and
relationships with licensors of brands and other intellectual property. For content and brand licensors, we compete
based on royalty and other economic terms, perceptions of development quality, porting abilities, speed of
execution, distribution breadth and relationships with carriers. We also compete for experienced and talented
employees.

Our primary competitors include Electronic Arts {EA Mobile) and Gameloft, with Electronic Arts having the
largest market share of any company in the mobile games market. In the future, likely competitors include major
media companies, traditional video game publishers, content aggregators, mobile software providers and inde-
pendent mobile game publishers. Carriers may also decide to develop, internally or through a managed third-party
developer, and distribute their own mobile games. If carriers enter the mobile game market as publishers, they might
refuse to distribute some or all of our games or might deny us access to all or part of their networks.

Some of our competitors” and our potential competitors’ advantages over us, either giobally or in particular
geographic markets, include the following:

» significantly greater revenues and financial resources;
» stronger brand and consumer recognition regionally or worldwide;

» the capacity to feverage their marketing expenditures across a broader portfolio of mobile and non-mobile
products:

* more substantial intellectual property of their own from which they can develop games without having to pay
royalties;

« pre-existing relationships with brand owners or carriers that afford them access to intellectual property while
blocking the access of competitors to that same intellectual property;

* greater resources to make acquisitions;

+ lower labor and development costs; and

*» broader global distribution and presence.

If we are unable to compete effectively or we are not as successful as our competitors in our target markets, our
sales could decline, our margins could decline and we could lose market share, any of which would materially harm
our business, operating resuits and financial condition.

Failure to renew our existing brand and content licenses on favorable terms or at all and to obtain additional
licenses would impair our ability to introduce new mobile games or to continue to offer our current games based
on third-party content.

Revenues derived from mobile games and other applications based on or incorporating brands or other
intellectual property licensed from third parties accounted for 80.5%, 88.4% and 88.1% of our revenues in 2003,
2006 and 2007, respectively. For example, in 2007, revenues derived under various licenses from our four largest
licensors, Atari, Harrah’s, Hasbro and PopCap Games, together accounted for approximately 49.5% of our
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revenues. Even if mobile games based on licensed content or brands remain popular, any of our licensors could
decide not to renew our existing license or not to license additional intellectual property and instead license to our
competitors or develop and publish its own mobile games or other applications, competing with us in the
marketplace. For example, one of our licenses with Hasbro under which we create our Battleship, Clue, Game
of Life and Monepoly games, which in the past have accounted for a significant portion of our revenue. expired in
March 2008. Many of these licensors already develop games for other platforms, and may have significant
experience and development resources available to them should they decide to compete with us rather than license
to us. Additionally, licensors may elect to work with publishers who can develop and publish products across
multiple platforms, such as mobile, online and console, which we currently cannot offer.

We have both exclusive and non-exclusive licenses and both licenses that are global and licenses that are
limited to specific geographies, often with other mobile game publishers having rights to geographies not covered
by our licenses. Our licenses generally have terms that range from two to five years, with the primary exceptions
being our six-year licenses covering World Series of Poker and Deer Hunter 2 and our seven-year license covering
. Kasparov Chess. Some of the licenses that we have inherited through acquisitions provide that the licensor owns the
intetlectual property that we develop in the mobile version of the game and that, when our license expires, the
licensor can transfer that intellectual property to a new licensee. Increased competition for licenses may lead to
larger guarantees, advances and royalties that we must pay to our licensors, which could significantly increase our
cost of revenues and cash usage. We may be unable to renew these licenses or to renew them on terms favorable to
us, and we may be unable to secure alternatives in a timely manner. Failure to maintain or renew our existing
licenses or to obtain additional licenses would impair our ability to introduce new mobile games or to continue 10
offer our current games, which would materially harm our business, operating results and financial condition. Some
of our existing licenses impose, and licenses that we obtain in the future might impose, development, distribution
and marketing obligations on us. If we breach our obligations, our licensors might have the right to terminate the
license or change an exclusive license to a non-exclusive license, which would harm our business, operating results
and financial condition,

Even if we are successful in gaining new licenses or extending existing licenses, we may fail to anticipate the
entertainment preferences of our end users when making choices about which brands or other content to license. If
the entertainment preferences of end users shift to content or brands owned or developed by companies with which
we do not have relationships, we may be unable to establish and maintain successful relationships with these
developers and owners, which would materially harm our business, operating results and financial condition. In
addition, some rights are licensed from licensors that have or may develop financial difficulties, and may enter into
bankruptcy protection under U.S. federal law or the laws of other countries. If any of our licensors files for
bankruptcy, our licenses might be impaired or voided, which could materially harm our business, operating results
and financial condition.

We currently rely on wireless carriers to market and distribute our games and thus to generate our revenues. In
particular, subscribers of Verizon Wireless represented 23.0% of our revenues in 2007, The loss of or a change in
any significant carrier relationships could cause us to lose access to their subscribers and thus materially reduce
our revenues.

Our future success is highly dependent upon maintaining successful relationships with the wireless carriers
with which we currently work and establishing new carrier relationships in geographies where we have not yet
established a significant presence. A significant portion of our revenues is derived from a very limited number of
carriers. [n 2007, we derived approximately 23.0% of our revenues from subscribers of Verizon Wireless. No other
carrier represented more than 10.0% of cur revenues in 2007, In 2006, we derived approximaiely 20.6% of our
revenues from subscribers of Verizon Wireless, 12.6% of our revenues from subscribers of Sprint Nextel affiliates,
11.3% of our revenues from subscribers of AT&T and 10.6% of our revenues from subscribers of Vodafone. We
expect that we will continue to generate a substantial majority of our revenues through distribution relationships
with fewer than 20 carriers for the foreseeable future. Our failure to maintain our relationships with these carriers
would materially reduce our revenues and thus harm our business, operating results and financial condition.

Our carrier agreements do not establish us as the exclusive provider of mobile games with the carriers and
typically have a term of one or two years with automatic renewal provisions upon expiration of the initial term,
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absent a contrary notice from either party. In addition, the carriers usually can terminate these agreements early and,
in some instances, at any time without cause, which could give them the ability to renegotiate economic or other
terms. The agreements generally do not obligate the carriers to market or distribute any of our games. In many of
these agreements, we warrant that our games do not contain libelous or obscene content, do not contain material
defects or viruses, and do not violate third-party intellectual property rights and we indemnify the carrier for any
breach of a third party’s intellectual property. In addition, our agreements with a substantial minority of our carriers,
including Verizon Wireless, allow the carrier to set the retail price at a level different from the price implied by our
negotiated ‘revenue split, without a corresponding change 10 our wholesale price to the carrier. If one of these
carriers raises the retail price of one of our games, unit demand for that game might decline, reducing our revenues,
without necessarily reducing, and perhaps increasing, the total revenues that the carrier receives from sales of that
game.

Many other factors outside our control could impair our ability to generate revenues through a given carrier,
including the following:

» the carrier’s preference for our competitors’ mobile games rather than ours;

+ the carrier’s decision not to include or highlight our games on the deck of its mobile handsets;
+ the carrier’s decision to discontinue the sale of our mobile games or all mobile games like ours;
* the carrier’s decision to offer games to its subscribers without charge or at reduced prices;

* the carrier’s decision to require market development funds from publishers like us;

* the carrier’s decision to restrict or alter subscription or other terms for downloading our games;
* a failure of the carrier’s merchandising, provisioning or bilting systems;

+ the carrier’s decision to offer its own competing mobile games;

* the cacrier's deciston to transition to different platforms and revenue models; and

* consolidation among carriers.

If any of our carriers decides not to market or distribute our games or decides to terminate, not renew or modify
the terms of its agreement with us or if there is consolidation among carriers generally, we may be unable 10 replace
the affected agreement with acceptable alternatives, causing us to lose access to that carrier’s subscribers and the
revenues they afford us, which could materially harm our business, operating results and financial condition.

Acquisitions could result in operating difficulties, dilution and other harmful consequences.

We have acquired a number of businesses in the past, including, most recently, Superscape, which has a
significant presence in Russia, in March 2008 and MIG, which is based in China, in December 2007. We expect to
continue to evaluate and consider a wide array of potential strategic transactions, including business combinations
and acquisitions of technologies, services, products and other assets. At any given time, we may be engaged in
discussions or negotiations with respect to one or more of these types of transactions, Any of these transactions
could be material to our financial condition and results of operaticns. The process of integrating any acquired
business may create unforeseen operating difficulties and expenditures and is itself risky. The areas where we may
face difficuities include:

* diversion of management time and a shift of focus from operating the businesses to issues related 1o
integration and administration, particularly given the frequency, size and varying scope of our recent
acquisitions of Superscape and MIG;

» declining employee morale and retention issues resulting from changes in compensation, management,
reporting relationships, future prospects or the direction of the business;

« the need to integrate each acquired company’s accounting, management, information, human resource and
other administrative systems to permit effective management, and the lack of control if such integration is
delayed or not implemented;




+ the need to implement controls, procedures and policies appropriate for a larger public company that the
acquired companies lacked prior to acquisition;

« in the case of foreign acquisitions, the need to integrate operations across different cultures and languages
and to address the particular economic, currency, political and regulatory risks associated with specific
countries;

» liability for activities of the acquired companies before the acquisition, including violations of laws, rules
and regulations, commercial disputes, tax liabilities and other known and unknown liabilities.

Some or all of these issues may result from our acquisitions, including our acquisitions of MIG and
Superscape. If the anticipated benefits of any of these or future acquisitions do not materialize, we experience
difficulties integrating these businesses or businesses acquired in the future, or other unanticipated problems arise,
our business, operating results and financial condition may be harmed.

In addition, a significant portion of the purchase price of companies we acquire may be allocated to acquired
goodwill and other intangible assets, which must be assessed for impairment at least annually. In the future, if our
acquisitions do not yield expected returns, we may be required to take charges to our earnings based on this
impairment assessment process, which could harm our operating results.

End user tastes are continually changing and are often unpredictable; if we fail to develop and publish new
mebile games that achieve market acceptance, our sales would suffer.

Our business depends on developing and publishing mobile games that wireless carriers will place on their
decks and end users will buy. We must continue to invest significant resources in licensing efforts, research and
development, marketing and regional expansion to enhance our offering of games and introduce new games, and we
must make decisions about these matters well in advance of product release in order to implement them in a timely
manner. Our success depends, in part, on unpredictable and volatile factors beyond our control. including end-user
preferences, competing games and the availability of other entertainment activities. 1f our games and related
applications are not responsive 10 the requirements of our carriers or the entertainment preferences of end users, or
they are not brought to market in a timely and effective manner; our business, operating results and financial
condition woutd be harmed. Even if our games are successfully introduced and initially adopted, a subsequent shift
in our carriers or the entertainment preferences of end users could cause a decline in our games’ popularity that
could materially reduce our revenues and harm our business, operating results and financial condition.

Inferior deck placement would likely adversely impact our revenues and thus our operating results and financial
condition.

Wireless carriers provide a limited selection of games that are accessible to their subscribers through a deck on
their mobile handsets, The inherent limitation on the number of games available on the deck is a function of the
limited screen size of handsets and cartiers’ perceptions of the depth of menus and numbers of choices end users
will generally utilize. Carriers typically provide one or more top level menus highlighting games that are recent top
sellers, that the carrier believes will become top sellers or that the carrier otherwise chooses to feature, in addition to
a link 10 a menu of additional games sorted by genre. We believe that deck placement on the top level or featured
menu or toward the top of genre-specific or other menus, rather than lower down or in sub-menus, is likely to result
in pames achieving a greater degree of commercial success. If carriers choose to give our games less favorable deck
placement, our games may be less successful than we anticipate, our revenues may decline and our business,
operating results and financial condition may be materialty harmed.

We have depended on no more than ten mobile games for a majority of our revenues in recent fiscal
periods.

In our industry, new games are frequently introduced, but a relatively small number of games account for a
significant portion of industry salés. Similarly, a significant portion of our revenues comes from a limited number of
mobile games, although the games in that group have shifted over time. For example, in 2006 and 2007, we
generated approximately 53.3% and 52.7% of our revenues, respectively, from our top ten games, but no individual
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game represented more than 10% of our revenues in any of those periods. We expect to release a relatively small
number of new games each year for the foreseeable future. If these games are not successful, our revenues could be
limited and our business and operating results would suffer in both the year of release and thereafter.

[n addition, the limited number of games that we release in a year may contribute to fluctuations in our
operating results. Therefore, our reported results at quarter and year end may be affected based on the release dates
of our products, which could result in velatility in the price of our common stock. If our competitors develop more
successful games or offer them at lower prices or based on payment models, such as pay-for-play or subscription-
based models, perceived as offering a better value proposition. or if we do not continue to develop consistently high-
quality and well-received games, our revenues would likely decline and our business, operatmg results and financial

condition would be harmed.

If we are unsuccessful in establishing and increasing awareness of our brand and recognition of our mobile
games or if we incur excessive expenses promoting and maintaining our brand or our games, our potential
revenues could be limited, our costs could increase and our operating results and financial condition could be
harmed. :

We believe that establishing and maintaining our brand is critical to retaining and expanding our existing
relationships with wireless carriers and content ficensors, as well as developing new relationships. Promotion of the
Glu brand will depend on our success in providing high-quality mobile games. Similarly, recognition of our games
by end users will depend on our ability to develop engaging games of high quality with attractive titles. However,
our success will also depend, in part, on the services and efforts of third parties, over which we.have little or no
control. For instance, if our carriers fail to provide high levels of service, our end users’ ability to access our games
may be interrupted, which may adversely affect our brand. If end users, branded content owners and carriers do not
perceive our existing games as high-quality or if we introduce new games that are not favorably received by our end
users and carriers, then we may be unsuccessful in building brand recognition and brand loyalty in the marketplace.
In addition, globalizing and extending our brand and recognition of our games will be costly and will involve
extensive management time to execute successfully. Further, the markets in which we operate are highly
competitive and some of our competitors, such as Electronic Arts (EA Mobile), already have substantially more
brand name recognition and greater marketing resources than we do. If we fail to increase brand awareness and
consumer recognition of our games, our potential revenues could be limited, our costs could increase and our
business, operating results and financial condition could suffer.

QOur business and growth may suffer if we are unable to hire and retain key personnel, who are in high demand.

We depend on the continued contributions of our senior management and other key personnel. The loss of the
services of any: of our executive officers or other key employees could harm our business. All of our U.S.-based
executive officers and key employees are at-will employees, which means they may terminate their employment
relationship with us at any time. None of our U.S.-based employees is bound by a contractual non-competition
agreement, which could make vs vulnerable to recruitment efforts by our competitors. Internationally, while some
employees and contractors are bound by non-competition agreements, we may experiénce difficuity in enforcing
these agreements. We do not maintain a key-person life insurance policy on any of our officers or other employees.

Our future success also depends on our ability to identify, attract and retain highly skilled technical,
managenial, finance, marketing and creative personnel. We face intense competition for qualified individuals
from numerous technology, marketing and mobile entertainment companies. In addition, competition for qualified
personnel is particularly intense in the San Francisco Bay Area, where cur headquarters are Jocated. Further, two of
our principal overseas operations are based in London and Hong Kong, cities that, similar to our headquarters
region, have high costs of living and consequently high compensation standards. Qualified individuals are in high
demand, and we may incur significant costs to attract them. We may be unable to attract and retain suitably qualified
individuals who are capable of meeting our growing creative, operational and managerial requirements, or may be
required to pay increased compensation in order to do so. If we are unable ig attract and retain the qualified
personnel we need to succeed, our business would suffer,




Volatility or lack of performance in our stock price may also affect our ability to attract and retain our key
employees. Many of our senior management personnel and other key employees have become, or will soon become,
vested in a substantial amount of stock or stock options. Employees may be more likely to leave us if the shares they
own or the shares underlying their options have significantly appreciated in value relative to the original purchase
prices of the shares or the exercise prices of the options, or if the exercise prices of the options that they hold are
significantly above the market price of our common stock. If we are unable to retain our employees, our business,
operating results and financial condition would be harmed.

Growth may place significant demands on our management and our infrastructure.

We operate in an emerging market and have experienced, and may continue to experience, growth in our business
through internal growth and acquisitions. This growth has placed, and may continue to place, significant demands on
onr management and our operational and financial infrastructure. Continued growth could strain our ability to:

» develop and improve our operational, financial and management controls;
* enhance our reporting systems and procedures;

« rtecruit, train and retain highly skilled personne!;

* maintain our quality standards; and

* maintain branded content owner, wireless carrier and end-user satisfaction.

Managing our growth will require significant expenditures and allocation of valuable management resources.
If we fail to achieve the necessary level of efficiency in our organization as it grows, our business, operating results
and financial condition would be harmed.

We face added business, political, regulatory, operational, financial and economic risks as a result of our
international operations and distribution, any of which could increase our costs and hinder our growth.

International sales represented approximately 44.8% and 46.2% of our revenues in 2006 and 2007, respec-
tively. In addition, as part of our international efforts, we acquired U.K.-based Macrospace in December 2004,
opened our Hong Kong office in July 2005, expanded our presence in the European market with our acquisitton of
iFone in March 2006, opened an office in France in the third quarter of 2006, opened additional offices in Brazil and
Germany in the fourth quarter of 2006, opened additional offices in China, Italy and Spain in the second quarter of
2007, opened an office in Chile in the fourth quarter of 2007, acquired China-based MIG in December 2007, opened
an office in Sweden in the first quarter of 2008 and acquired Superscape, which has a significant presence in Russia,
in March 2008. We expect to open additional international offices, and we expect international sales to continue to
be: an important component of our revenues. Risks affecting our international operations include:

* challenges caused by distance, language and cultural differences;

» muliiple and conflicting laws and regulations, including complications due to unexpected changes in these
laws and regulations;

» the burdens of complying with a wide variety of foreign laws and regulations;
= higher costs associated with doing business internationally;
» difficulties in staffing and managing international operations;

= greater fluctuations in sales to end users and through carriers in developing countries, including longer
payment cycles and greater difficulty collecting accounts receivable;

* protectionist laws and business practices that favor local businesses in some countries;
+ potential adverse foreign tax consequences;

« foreign exchange controls that might prevent us from repatriating income earned in countries outside the
United States;
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* price controls;

+ the servicing of regions by many different carriers;

* imposition of public sector controls;

= political, economic and social instability;

» restrictions on the export or import of technology;

* trade and tariff restrictions;

« variations in tariffs, quotas, taxes and other market barriers; and

= difficulties in enforcing intellectual property rights in countries other than the United States.

In addition, developing user interfaces that are compatible with other languages or cultures can be expensive,
As a result, our ongoing international expansion efforts may be more costly than we expect. Further expansion into
developing countries subjects us to the effects of regional instability, civil unrest and hostilities, and could adversely
affect us by disrupting communications and making travel more difficult. As a result of our international expansion
in Asia, Europe and Latin America, we must pay income tax in numerous foreign jurisdictions with complex and
evolving tax laws. In the event we become subject to increased taxes or new forms of taxation imposed by
governmental authorities, our results of operations could be materially and adversely affected.

These risks could harm our international expansion efforts, which, in turn, could materially and adversely
affect our business, operating results and financial condition,

If we fail to deliver our games at the same time as new mobile handset models are commercially introduced, our
sales may suffer.

Our business is dependent, in part, on the commercial introduction of new handset models with enhanced
features, including larger, higher resolution color screens, improved audio quality, and greater processing power,
memory, battery life and storage. We do not control the timing of these handset launches. Some new handsets are
sold by carriers with one or more games or other applications pre-loaded, and many end users who download our
games do so after they purchase their new handsets to experience the new features of those handsets. Some handset
manufacturers give us access to their handsets prior to commercial release. If one or more major handset
manufacturers were to cease to provide us access to new handset models prior to commercial release, we might
be unable to introduce compatible versions of our games for those handsets in coordination with their commercial
release, and we might not be able to make compatible versions for a substantial period following their commercial
release. If, because of game launch delays, we miss the opportunity to sell games when new handsets are shipped or
our end users upgrade to a new handset, or if we miss the key holiday selling period, either because the introduction
of a new handset is delayed or we do not deploy our games in time for the holiday selling season, our revenues would
likely decline and our business, operating results and financial condition would likely suffer.

Wireless carriers generally control the price charged for our mobile games and the billing and collection for sales
of our mobile games and could make decisions detrimental to us.

Wireless carriers generally control the price charged for our mobile games either by approving or establishing
the price of the games charged to their subscribers. Some of our carrier agreements also restrict our ability to change
prices. In cases where carrier approval is required, approvals may not be granted in a timely manner or at all. A
failure or delay in obtaining these approvals, the prices established by the carriers for our games, or changes in these
prices could adversely affect market acceptance of those games, Similarly, for the significant minority of our
carriers, including Verizon Wireless, when we make changes 1o a pricing plan (the wholesale price and the
corresponding suggested retail price based on our negotiated revenue-sharing arrangement), adjustments to the
actual retail price charged to end users may not be made in a timely manner or at all {even though our wholesale
price was reduced). A failure or delay by these carriers in adjusting the retail price for our games, could adversely
affect sales volume and our revenues for those games.
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Carriers and other distributors also control billings and collections for our games, either directly or through
third-party service providers. If our carriers or their third-party service providers cause material inaccuracies when
providing billing and collection services to us, our revenues may be less than anticipated or may be subject to refund
at the discretion of the carrier. This could harm our business, operating results and financial condition.

We may be unable to develop and introduce in a timely way new mobile games, and our games may have defects,
which could harm our brand.

The planned timing and introduction of criginal games and games based on licensed intellectual property are
subject to risks and uncertainties. Unexpected technical, operational, deployment, distribution or other problems
could delay or prevent the introduction of new games, which could result in a loss of, or delay in, revenues or
damage to our reputation and brand. If any of our games is introduced with defects, ervors or failures, we could
experience decreased sales, loss of end users, damage to our carrier relationships and damage to our reputation and
brand. Our attractiveness to branded content licensors might also be reduced. In addition, new games may not
achieve sufficient market acceptance to offset the costs of development, particularly when the introduction of a
game is substantially later than a planned “day-and-date” launch, which could materially harm our business,
operating results and financial condition.

If we fail to maintain and enhance our capabilities for porting games to a broad array of mobile handsets, our
attractiveness to wireless carriers and branded content owners will be impaired, and our sales could suffer.

Once developed, a mobile game may be required to be ported to, or converted into separate versions for, more
than 1,000 different handset models, many with different technological requirements. These include handsets with
varicus combinations of underlying technologies, user interfaces, keypad layouts, screen resolutions, sound
capabilities and other carrier-specific customizations. If we fail to maintain or enhance our porting capabilities,
our sales could suffer, branded content owners might choose not to grant us licenses and carriers might choose to
give our games less desirable deck placement or not to give our games placement on their decks art all.

Changes to our game design and development processes to address new features or functions of handsets or
networks might cause inefficiencies in our porting process or might result in more labor intensive porting processes.
In addition, we anticipate that in the future we will be required to port existing and new games to a broader array of
handsets. If we utilize more labor intensive porting processes, our margins could be significantly reduced and it
might take us longer to port games to an equivalent number of handsets. This, in turn, could harm our business,
operating results and financial condition.

If our independent, third-party developers cease development of new games for us and we are unable to
Jind comparable replacements, we may have to reduce the number of games that we intend to introduce, delay the
introduction of some games or increase our internal develppment staff, which would be a time-consuming and
potentially costly process, and, as a result, our competitive position may be adversely impacted,

We rely on independent third-party developers to develop a few of our games, which subjects us to the
following risks:

* key developers who worked for us in the past may choose to work for or be acquired by our competitors;

» developers currently under contract may try to renegotiate our agreements with them on terms less favorable
to us; and

* our developers may be unable or unwilling to allocate sufficient resources to complete our games in a timely
or satisfactory manner or at all.

If our developers terminate their relationships with us or negotiate agreements with terms less favorable to us,
we may have to reduce the number of games that we intend to introduce, delay the introduction of some games or
increase our internal development staff, which would be a time-consuming and potentially costly process, and, as a
result, our business, operating results and financial condition could be harmed.
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If one or more of our games were found to contain hidden, objectionable content, our reputation and operating
results could suffer.

Historically, many video games have been designed to include hidden content and gameplay features that are
accessible through the use of in-game cheat codes or other technological means that are intended to enhance the
gameplay experience. For example, Super K.Q. Boxing includes additional characters and game modes that are
available with a code (usually provided to a player after accomplishing a certain level of achievement in the game).
These features have been common in console and computer games. However, in several recent cases, hidden content
or features have been included in other publishers’ products by an employee who was not authorized to do so or by
an outside developer without the knowledge of the publisher. From time to time, some of this hidden content and
these hidden features have contained profanity, graphic violence and sexually explicit or otherwise objectionable
material. Our design and porting process and the constraints on the file size of our games reduce the possibility of
hidden, objectionable content appearing in the games we publish. Nonetheless, these processes and constraints may
not prevent this content from being included in our games. If a game we published were found to contain hidden,
objectionable content, our wireless carriers and other distributors of our games could refuse to sell it, consumers
could refuse to buy it or demand a refund of their money, and, if the game was based on licensed content, the licensor
could demand that we incur significant expense to remove the objectionable content from the game and all ported
versions of the game. This could have a materially negative impact on our business, operating results and financial
condition. In addition, our reputation could be harmed, which could impact sales of other games we seil and our
attractiveness to content licensors and carriers or other distributors of our games. If any of these consequences were
10 occur, our business, operating results and financial condition could be significantly harmed.

If we fail to maintain an effective system of internal controls, we might not be able to report our financial results
accurately or prevent fraud; in that case, our stockholders could lose confidence in our financial reporting,
which could negatively impact the price of our stock.

Effective internal controls are necessary for us to provide reliable financial reports and prevent fraud. In
addition, Section 404 of the Sarbanes-Oxley Act of 2002 will require us to evaluate and report on our internal
control over financial reporting and have our independent registered public accounting firm attest to our evaluation
beginning with our Annual Report on Form 10-K for the year ending December 31, 2008. We are in the process of
preparing and implementing an internal plan of action for compliance with Section 404 and strengthening and
testing our system of internal controls to provide the basis for our report. The process of implementing our internal
controls and complying with Section 404 will be expensive and time consuming, and will require significant
attention of management. We cannot be certain that these measures will ensure that we implement and maintain
adequate controls over our financial processes and reporting in the future. Even if we conclude, and our independent
registered public accounting firm concurs, that our internal control over financial reporting provides reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles, because of its inherent limitations, internal
control over financial reporting may not prevent or detect fraud or misstatements. Failure to implement required
new or improved controls, or difficulties encountered in their implementation, could harm our operating results or
cause us fo fail to meet our reporting obligations. If we or our independent registered public accounting firm
discover a material weakness or a significant deficiency in our internal control, the disclosure of that fact, even if
quickly remedied, could reduce the market’s confidence in our financial statements and harm our stock price. In
addition, a delay in compliance with Section 404 could subject us to a variety of administrative sanctions, including
ineligibility for short form resale registration, action by the SEC, the suspension or delisting of our common stock
from The Nasdaq Global Market and the inability of registered broker-dealers 1o make a market in our common
stock, which would further reduce our stock price and could harm our business.

If we do not adequately protect our intellectual property rights, it may be possible for third parties to obtain and
improperly use our intellectual property and our compelitive position may be adversely affected.

Our intellectual property is an essential efement of our business. We rely on a combination of copyright,
rademark, trade secret and other intellectual property laws and restrictions on disclosure to protect our intellectual
property rights. To date, we have not sought patent protection. Consequently, we will not be able to protect our
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technologies from independent invention by third parties. Despite our efforts to protect our intellectual propesty
rights, unautherized parties may attempt to copy or otherwise to obtain and use our technology and games.
Monitoring unauthorized use of our games is difficult and costly, and we cannot be certain that the steps we have
taken will prevent piracy and other unauthorized distribution and use of our technology and games, particularly
internationally where the laws may not protect our intellectual property rights as fully as in the United States. In the
fuiure, we may have to resort to litigation to enforce our intellectual property rights, which could result in
substantial costs and diversion of our management and resources,

In addition, although we require our third-party developers to sign agreements not to disclose or improperly
use our trade secrets and acknowledging that all inventions, trade secrets, works of authorship, developments and
other processes generated by them on our behalf are our property and to assign to us any ownership they may have in
those works, it may still be possible for third parties to obtain and improperly use our intellectual properties without
our consent. This could harm cur business, operating results and financial condition.

Third parties may sue us for intellectual praperty infringement, which, if successful, may disrupt our business
and could require us to pay significant damage awards.

Third parties may sue us for intellectual property infringement or initiate proceedings to invalidate our
intellectual property, either of which, if successful, could disrupt the conduct of our business, cause us to pay
significant damage awards or require us to pay licensing fees. In the event of a successful claim against us, we might
be enjoined from using our or our licensed intellectual property, we might incur significant licensing fees and we
might be forced to develop alternative technologies. Our failure or inability to develop non-infringing technology or
games or to license the infringed or similar technology or games on a timely basis could force us to withdraw games
from the market or prevent us from introducing new games. In addition, even if we are able to license the infringed
or similar technology or games, license fees could be substantial and the terms of these licenses could be
burdensome, which might adversely affect our operating results. We might also incur substantial expenses in
defending against third-party infringement claims, regardless of their merit. Successful infringement or licensing
claims against us might result in substantial monetary liabilities and might materially disrupt the conduct of our
business.

Indemnity provisions in various agreements potentially expose us to substantial liability for intellectual property
infringement, damages caused by malicious software and other losses.

In the ordinary course of our business, most of our agreements with carriers and other distributors include
indemnification provisions. In these provisions, we agree to indemnify them for losses suffered or incurred in
connection with our games, including as a result of intellectual property infringement and damages caused by
viruses, worms and other malicious software, The term of these indemnity provisions is generally perpetual after
execution of the corresponding license agreement, and the maximum potential amount of future payments we could
be required to make under these indemnification provisions is generally unlimited. Large future indemnity
payments could harm our business, operating results and financial condition.

As a result of a substantial portion of our revenues currently being derived from Verizon Wireless and three other
wircless carriers, if Verizon Wireless or any other significant carrier were unable to fulfill its payment
obligations, our financial condition and results of operations would suffer.

As of December 31, 2007, our outstanding accounts receivable balances with Verizon Wireless, Sprint Nextel,
Vodafone and AT&T were $4.3 million, $1.7 million, $0.9 million and $1.0 miilion, respectively. As of Decem-
ber 31, 2006, our outstanding accounts receivable balances with those carriers were $3.0 million, $1.5 million,
$1.4 million and $1.2 million, respectively. Since 42.9% of our outstanding accounts receivable at December 31,
2007 were with Verizon Wireless, Sprint Nextel, AT&T and Vodafone, we have a concentration of credit risk. If any
of these carriers is unable to fulfill its payment obligations to us under our carrier agreements with them, our
revenues could decline significantly and our financial condition might be harmed.
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We invest in securities that are subject to market risk and fluctuations in interest rates and the recent issues in the
[financial markets could adversely affect the value of our assets.

As of December 31, 2007, we had $59.8 million in cash, cash equivalents and short-term investments. We
invest our cash in a variety of financial instruments, consisting principally of investments in money market funds
and auction-rate securities. These investments are denominated in U.S. dollars.

As of December 31, 2007, we had $2.8 million of principal invested in auction rate securities, all of which were
rated AAA at the time of purchase. Auction-rate securities are long-term variable rate bonds tied to short-term
interest rates. After the initial issuance of the securities, the interest rate on the securities is reset periodically, at
intervals established at the time of issuance (e.g., every seven, 28, or 35 days; every six months; etc.), based on
market demand for a reset peried. The “stated” or “contractual” maturities for these securities, however, generally
are 20 to 30 years. Auction-rate securities are bought and sold in the marketplace through a competitive bidding
process often referred to as a “Dutch auction”. If there is insufficient interest in the securities at the time of an
auction, the auction may not be completed and the rates may be reset to predetermined “penalty” or “maximum”
rates. The monthly auctions historically have provided a liquid market for these securities. Following a failed
auction, we would not be able to access our funds that are invested in the corresponding auction-rate securities until
a future auction of these investments is successful or new buyers express interest in purchasing these securities in
between reset dates.

Given the current negative liguidity conditions in the global credit and capital markets, the guction-rate
securities held by us at December 31, 2007 have experienced multiple failed auctions as the amount of securities
submitted for sale has exceeded the amount of purchase orders. The underlying assets of our auction-rate securities
are corporate bonds. 1f the underlying issuers are unable to successfully clear future auctions or if their credit rating
deteriorates and the deterioration is deemed 1o be other-than-temporary, we would be required to adjust the carrying
value of the auction-rate securities through an impairment charge to earnings. Any of these events could materially
affect our results of operations and our financial condition. For example, in the fourth quarter of 2007, we recorded a
pre-tax impairment charge of $806,000 reflecting the decrease in estimated value of our auction-rate securities as of
December 31, 2007 that were determined to be other-than-temporary as a result of two failed auctions.

As of December 31, 2007, the contractual maturities of the remaining two auction-rate securities were 2017.
Although we may not have the ability to liquidate these investments within one year of the balance sheet date, we
may need (o sell the securities within the next year to fund operations. Accordingly, the investments are classified as
current assets on the December 31, 2007 consolidated balance sheets. n the event we need to access these funds, we
could be required to sell these securities at an amount below our original purchase value and our current carrying
value.

Investments in both fixed rate and floating rate interest earning instruments carry a degree of interest rate risk.
Fixed rate debt securities may have their market value adversely impacted due to a rise in interest rates, while
floating rate securities may produce less income than expected if interest rates fall. Due in part to these factors, our
future investment income may fall short of expectations due to changes in interest rates or if the decline in fair value
of our publicly traded equity investments and auction rate securities is judged to be other-than-temporary. We may
suffer losses in principal if we are forced to sell securities that decline in market value due to changes in interest
rates. Recent events in the sub-prime mortgage market and with auction rate securities could negatively impact our
return on investment for these debt securities and thereby reduce the amount of cash and cash equivalents and long-
term investments on our balance sheet.

We may need to raise additional capital to grow our business, and we may not be able to raise capital on terms
acceptable to us or at all.

The operation of our business and our efforts to grow our business further will require significant cash outlays
and commitments, such as with our recent acquisitions. If our cash, cash equivalents and short-term investments
balances and any cash generated from eperations and from our IPQ are not sufficient to meet our cash requirements,
we will need to seek additional capital, potentially through debt or equity financings, to fund our growth. We may
not be able to raise needed cash on terms acceptable to us or at all, Financings, if available, may be on terms that are
dilutive or potentially dilutive to our stockholders, and the prices at which new investors would be willing to

20




purchase our securities may be lower than the IPO price. The holders of new securities may also receive rights,
preferences or privileges that are senior to those of existing holders of our common stock. If new sources of
financing are required but are insufficient or unavailable, we would be required to modify our growth and operating
plans to the extent of available funding, which would harm our ability to grow our business.

Changes in foreign exchange rates and limitations on the convertibility of foreign currencies could adversely
affect our business and operating results.

Although we currently transact approximately three-fifths of our business in U.S. Dollars, we also transact
approximately one-third of our business in pounds sterling and Euros and a small portion of our business in other
currencies. Conducting business in currencies other than U.S. Dollars subjects us 1o fluctuations in currency
exchange rates that could have a negative impact on our reported operating results. Fluctuations in the value of the
U.S. Dollar relative to other currencies impact our revenues, cost of revenues and operating margins and result in
foreign currency transaction gains and losses. To date, we have not engaged in exchange rate hedging activities.
Even were we to implement hedging strategies to mitigate this risk, these strategies might not eliminate our
exposure to foreign exchange rate fluctuations and would involve costs and risks of their own, such as ongoing
management time and expertise, external costs to implement the strategies and potential accounting implications.
There is also additional risk if the currency is not freely or actively traded. Some currencies, such as the Chinese
Renminbi, in which our Chinese operations principally transact business, are subject to limitations on conversion
into other currencies, which can limit our ability to react to rapid foreign currency devaluations.

Ouir business in countries with a history of corruption and transactions with foreign governments, including with
government owned or controlled wireless carriers, increase the risks associated with our international activities.

As we operate and sell internationally, we are subject to the U.S. Foreign Corrupt Practices Act, or the FCPA,
and other laws that prohibit improper payments or offers of payments to foreign governments and their officials and
political parties by the United States and other business entities for the purpose of obtaining or retaining business.
We have operations, deal with carriers and make sales in countries known to experience corruption, particularly
certain emerging couniries in East Asia, Eastern Europe and Latin America, and further international expansion
may invelve more of these countries. Qur activities in these countries create the risk of unauthorized payments or
offzrs of payments by one of our employees, consultants, sales agents or distributors that could be in violation of
various laws including the FCPA, even though these parties are not always subject to our control. We have attempted
to implement safeguards to discourage these practices by our employees, consultants, sales agents and distributors,
However, our existing safeguards and any future improvements may prove to be less than effective, and our
employees, consultants, sales agents or distributors may engage in conduct for which we might be held responsible.
Violations of the FCPA may result in severe criminal or civil sanctions, and we may be subject 10 other liabilities,
which could negatively affect our business, operating resuits and financial condition.

Changes to financial accounting standards and new exchange rules could make it more expensive to issue stock
options to employees, which would increase compensation costs and might cause us to change our business
practices.

We prepare our financial statements to conform with accounting principles generally accepted in the United
States. These accounting principles are subject to interpretation by the Financial Accounting Standards Board, or
FASB, the SEC, and various other bodies. A change in those principles could have a significant effect on our
reporied results and might affect our reporting of transactions completed before a change is announced. For
example, we have used stock options as a fundamental component of our employee compensation packages. We
belizve that stock options directly motivate our employees to maximize long-term stockholder value and, through
the use of vesting, encourage employees to remain in our employ. Several regulatory agencies and entities have
made regulatory changes that could make it more difficult or expensive for us to grant stock options to employees.
For example, the FASB released Statement of Financial Accounting Standards, or SFAS, No. 123R, Share-Based
Fayment, that required us to record a charge to earnings for employee stock option grants beginning in 2006. In
addition, regulations implemented by The Nasdaq Stock Market generally require stockholder approval for all stock
optinen plans, which could make it more difficult for us to grant stock options to employees. We may, as a result of
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these changes, incur increased compensation costs, change our equity compensation strategy or find it difficult to
attract, retain and motivate employees, any of which could materially and adversely affect our business, operating
results and financial condition.

Maintaining and improving our financial controls and the requirements of being a public company may strain
our resources, divert management’s attention and affect our ability to attract and retain qualified members for
our board of directors.

As a public company, we are subject to the reporting requirements of the Securities Exchange Act of 1934, the
Sarbanes-Oxley Act of 2002 (Sarbanes-Oxley Act}, and the rules and regulations of The Nasdaq Stock Market. The
requirements of these rules and regulations increases our legal, accounting and financial compliance costs, makes
some activities more difficuit, time-consuming and costly and may also place undue strain on our personnel,
systems and resources.

The Sarbanes-Oxley Act requires, among other things, that we maintain effective disclosure controls and
procedures and internal control over tinancial reporting. This can be difficult to do. For example, we depend on the
reports of wireless carriers for information regarding the amount of sales of our games and related applications and
to determine the amount of royalties we owe branded content licensors and the amount of our revenues. These
reports may not be timely, and in the past they have contained, and in the future they may contain, errors,

In order to maintain and improve the effectiveness of our disclosure controls and procedures and internal
contrel over financial reporting, we expend significant resources and provide significant management oversight to
implement appropriate processes, document our system of internal control over relevant processes, assess their
design, remediate any deficiencies identified and test their operation. As a result, management’s attention may be
diverted from other business concerns, which could harm our business, operating results and financial condition.
These efforts also involve substantial accounting-related costs. In addition, if we are unable to continue to meet
these requirements, we may not be able to remain listed on the Nasdaq Global Market,

The Sarbanes-Oxley Act and the rules and regulations of The Nasdaq Stock Market make it more difficult and
more expensive for us to maintain directors’ and officers” liability insurance, and we may be required to accept reduced
coverage or incur substantially higher costs to maintain coverage. If we are unable to maintain adequate directors’ and
officers’ insurance, our ability to recruit and retain qualified directors, especially those directors who may be considered
independent for purposes of The Nasdaq Stock Market rules, and officers will be significantly curtailed.

Risks Relating to Our Industry

Wireless communications technologies are changing rapidly, and we may not be successful in working with these
new technologies.

Wireless network and mobile handset technologies are undergoing rapid innovation. New handsets with more
advanced processors and supporting advanced programming languages continue to be introduced. In addition,
networks that enable enhanced features, such as multiplayer technology, are being developed and deployed. We
have no control over the demand for, or success of, these products or technologies. The development of new,
technologically advanced games to match the advancements in handset technology is a complex process requiring
significant research and development expense, as well as the accurate anticipation of technological and market
trends. If we fail to anticipate and adapt to these and other technological changes, the available channels for our
games may be limited and our market share and our operating results may suffer, Our future success will depend on
our ability to adapt to rapidly changing technologies, develop mobile games 10 accommodate evolving industry
standards and improve the performance and reliability of our games. In addition, the widespread adoption of
networking or telecommunications technologies or other technological changes could require substantial expen-
ditures to modify or adapt our games.

Technology changes in our industry require us to anticipate, sometimes years in advance, which technologies
we must implement and take advantage of in order to make our games and other mobile entertainment producis
competitive in the market. Therefore, we usually start our product development with a range of technical
development goals that we hope to be able 10 achieve. We may not be able to achieve these goals, or our
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competition may be able to achieve them more quickly and effectively than we can. In either case, our products may
be technologically inferior to those of our competitors, less appealing to end users or both. I we cannot achieve our
technology goals within the original development schedule of our products, then we may delay their release until
these technology goals can be achieved, which may delay or reduce our revenues, increase our development
expenses and harm our reputation. Alternatively, we may increase the resources employed in research and
development in an attempt either to preserve our product launch schedule or to keep up with our competition,
which would increase our development expenses. In either case, our business, operating results and financial
condition could be materially harmed.

The complexity of and incompatibilities among mobile handsets may require us to use additional resources for
the development of our games. .

To reach large numbers of wireless subscribers, mobile entertainment publishers like us must support
numerous mobile handsets and technologies. However, keeping pace with the rapid innovation of handset
technologies together with the continuous intreduction of new, and often incompatible, handset models by wireless
carriers requires us to make significant investments in research and development, including personnel, technoiogies
and equipment. In the future, we may be required to make substantial investiments in our development if the number
of different types of handset models continues to proliferate. In addition, as more advanced handsets are introduced
that enable more complex, feature rich games, we anticipate that our per-game development costs will increase,
which could increase the risks associated with the failure of any one game and could materially harm our operating
results and financial condition.

If wireless subscribers do not continue to use their mobile handsets to access games and other applications, our
business growth and future revenues may be adversely affected.

We operate in a developing industry. Our success depends on growth in the number of wireless subscribers who
use their handsets to access data services and, in particular, entertainment applications of the type we develop and
distribute. New or different mobile entertainment applications, such as streaming video or music applications,
developed by our current or future competitors may be preferred by subscribers to our games. In addition, other
mobile platforms such as the iPod, iPhone and the Google Android platform, and dedicated portable gaming
platforms such as the PlayStation Portable and the Nintendo DS, may become widespread, and end users may
choose to switch to these platforms. If the market for our games does not continue to grow or we are unable to
acquire new end users, our business growth and future revenues could be adversely affected. If end users switch their
entertainment spending away from the games and related applications that we publish, or switch to portable gaming
platforms or distribution where we do not have comparative strengths, our revenues would likely decline and our
business, operating results and financial condition would suffer.

Our industry is subject to risks generally associated with the entertainment industry, any of which could
significantly harm our operating results.

Our business is subject to risks that are generally associated with the entertainment industry, many of which are
beyond our control. These risks could negatively impact our operating results and include: the popularity, price and
timing of release of games and mobile handsets on which they are played; economic conditions that adversely affect
discretionary consumer spending; changes in consumer demographics; the availability and popularity of other
forrns of entertainment; and critical reviews and public tastes and preferences, which may change rapidly and
cannot necessarily be predicted.

A shift of technology platform by wireless carriers and mobile handset manufacturers could lengthen the
development period for our games, increase our costs and cause our games to be of lower quality or to be
published later than anticipated. '

End users of games must have a mobile handset with multimedia capabilities enabled by technologies capable
of running third-party games and related applications such as ours, Qur development resources are concentrated in
the BREW and Java platforms, and we have experience developing games for the i-mode, Mophun, N-Gage,
Symbian and Windows Mobile Platforms. If one or more of these technologies fall out of favor with handset
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manufacturers and wireless carriers and there is a rapid shift to a technology platform such as Adobe Flash Lite,
iPod, iPhone or Geogle Android or a new technology where we do not have development experience or resources,
the development period for our games may be lengthened, increasing our costs, and the resulting games may be of
lower quality, and may be published later than anticipated. In such an event, our reputation, business, operating
results and financiai condition might suffer.

System or network failures could reduce our sales, increase costs or result in a loss of end users of our games.

Mobile game publishers rely on wireless carriers’ networks to deliver games to end users and on their or other
third parties’ billing systems to track and account for the downloading of their games. In certain circumstances,
mobile game publishers may also rely on their own servers to deliver games on demand to end users through their
carriers’ networks. In addition, certain subscription-based games such as World Series of Poker and entertainment
products such as FOX Sports Mobile require access over the mobile Internet to our servers in order to enable features
such as multiplayer modes, high score posting or access to information updates. Any failure of, or technical problem
with, carriers’, third parties” or our billing systems, delivery systems, information systems or communications
networks could result in the inability of end users to download our games, prevent the completion of billing for a
game, or interfere with access to some aspects of our games or other products. If any of these systems fails or if there
is an interruption in the supply of power, an eathquake, fire, flood or other natural disaster, or an act of war or
terrorism, end users might be unable to access our games. For example, from time to time, our carriers have
experienced failures with their billing and delivery systems and communication networks, including gateway
failures that reduced the provisioning capacity of their branded e-commerce system. Any failure of, or technical
problem with, the carriers’, other third parties’ or our systems could cause us to lose end users or revenues or incur
substantial repair costs and distract management from operating our business, This, in turn, could harm our
business, operating results and financial condition.

The market for mobile games is seasonal, and our results may vary significantly from period to period.

Many new mobile handset models are released in the fourth calendar quarter to coincide with the holiday
shopping season. Because many end users download our games soon after they purchase new handsets, we may
experience seasonal sales increases based on the holiday selling period. However, due to the time between handset
purchases and game purchases, most of this holiday impact occurs for us in our first quarter. In addition, we seek to
release many of our games in conjunction with specific events, such as the release of a related movie. If we miss
these key selling periods for any reason, our sales will suffer disproportionately. Likewise, if a key event to which
our game release schedule is tied were to be delayed or cancelled, our sales would also suffer disproportionately.
Further, for a variety of reasons. including roaming charges for data downloads that may make purchase of our
games prohibitively expensive for many end users while they are traveling, we may experience seasonal sales
decreases during the summer, particularly in Europe. If the level of travel increases or expands to other periods, our
operating results and financial condition may be harmed. Our ability to meet game development schedules is
affected by a number of {actors, including the creative processes involved, the coordination of large and sometimes
geographically dispersed development teams required by the increasing complexity of our games, and the need to
fine-tune our games prior to their release. Any failure to meet anticipated development or release schedules would
likely result in a delay of revenues or possibly a significant shortfall in our revenues and cause our operating results
to be materially different than anticipated.

Our business depends on the growth and maintenance of wireless communications infrastructure.

Our success will depend on the continued growth and maintenance of wireless communications infrastructure
in the United States and internationally. This includes deployment and maintenance of reliable next-generation
digital networks with the speed, data capacity and security necessary to provide reliable wireless communications
services. Wireless communications infrastructure may be unable to support the demands placed on it if the number
of subscribers continues to increase, or if existing or future subscribers increase their bandwidth requirements.
Wireless communications have experienced u variety of outages und other delays as a result of infrastructure and
equipment failures, and could face outages and delays in the future. These outages and delays could reduce the level
of wireless communications usage as well as our ability to distribute our games successfully. In addition, changes by
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i wireless carrier to network infrastructure may interfere with downloads of our games and may cause end users to
lose functionality in our games that they have already downloaded. This could harm our business, operating results
and financial condition.

Future mobile handsets may significantly reduce or eliminate wireless carriers’ control over delivery of our
games and force us to rely further on alternative sales channels, which, if not successful, could require us to
increase our sales and marketing expenses significantly.

) Substantially all our games are currently sold through carriers’ branded e-commerce services. We have

invested significant resources developing this sales channel. However, a growing number of handset models
currently available allow wireless subscribers to browse the Internet and, in some cases, download applications
from sources other than a carrier’s branded e-commerce service. In addition, the development of other application
delivery mechanisms such as premium-SMS may enable subscnibers to download applications without having to
access a carrier’s branded e-commerce service. Increased use by subscribers of open operating system handsets or
premium-SMS delivery systems will enable them to bypass carriers’ branded e-commerce services and could
reduce the market power of carriers. This could force us to rely further on alternative sales channels where we may
not be successful selling our games, and could require us to increase our sales and marketing expenses significantly.
As with our carriers, we believe that inferior placement of our games and other mobile entertainment products in the
menus of off-deck distributors will result in lower revenues than might otherwise be anticipated from these
alternative sales channels. We may be unable to develop and promote our direct website distribution sufficiently to
overcome the limitations and disadvantages of off-deck distribution channels. This could harm our business,
operating results and financial condition.

Actual or perceived security vulnerabilities in mobile handsets or wireless networks could adversely affect our
revenues.

Maintaining the security of mobile handsets and wireless networks is critical for our business. There are
individuals and groups who develop and deploy viruses, worms and other illicit code or malicious software
programs that may attack wireless networks and handsets. Security experts have identified computer “worm”
programs, such as “Cabir” and “Commwarrior.A,” and viruses, such as “Lasco.A,” that target handsets running on
the Symbian operating system. Although these worms have not been widely released and do not present an
immediate risk to our business, we believe future threats could lead some end users to seek to return our games,
reduce or delay future purchases of our games or reduce or delay the use of their handsets. Wireless carriers and
handset manufacturers may also increase their expenditures on protecting their wireless networks and mobile phone
products from attack, which could delay adoption of new handset models. Any of these activities could adversely
affect our revenues and this could harm our business, operating results and financial condition.

If a substantial number of the end users that purchase our games by subscription change mobile handsets or if
wireless carriers switch to subscription plans that require active monthly renewal by subscribers, our sales could

suffer.

Subscriptions represent a significant portion of our revenues. As handset development continues, over time an
increasing percentage of end users who already own one or more of our subscription games will likely upgrade from’
their existing handsets. With some wireless carriers, it is not currently feasible for these end users to transfer their
existing subscriptions from one handset to another. In addition, carriers may switch to subscription billing systems
that require end users to actively renew, or opt-in, each month from current systems that passively renew unless end
users lake some action to opt-out of their subscriptions. In either case, unless we are able to re-sell subscriptions to
thess end users or replace these end users with other end users, our sales would suffer and this could harm our
business, operating results and financial condition.

Changes in government regulation of the media and wireless communications industries may adversely affect
our business.

It is possible that a number of laws and regulations may be adopted in the United States and elsewhere that
could restrict the media and wireless communications industries, including laws and regulations regarding customer
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privacy, taxation, content suitability, copyright, distribution and antitrust. Furthermore, the growth and development
of the market for electronic commerce may prompt calls for more stringent consumer protection laws that may
impose additional burdens on companies such as ours conducting business through wireless carriers. We anticipate
that regulation of our industry will increase and that we will be required to devote legat and other resources to
address this regulation. Changes in current laws or regulations or the imposition of new laws and regulations in the
United States or elsewhere regarding the media and wireless communications industries may lessen the growth of
wireless communications services and may materially reduce our ability to increase or maintain sales of our games,

A number of studies have examined the health effects of mobile phone use, and the results of some of the
studies have been interpreted as evidence that mobile phone use causes adverse health effects. The establishment of
a link between the use of mobile phone services and health problems, or any media reports suggesting such a link,
could increase government regulation of, and reduce demand for, mobile phones and, accordingly, the demand for
our games and related applications, and this could harm our business, operating results and financial condition.

Item 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties

We lease approximately 52,067 square feet in San Mateo, California for our corporate headquarters, including
our operations, studio and research and development facilities, pursuant to a sublease agreement that expires in July
2012. We have a right of first offer to lease additional space on the second floor of our building, We lease
approximately 10,608 square feet in London, England for our principal European offices, pursuant to a lease that
expires in October 2011. We have an option to extend the London lease for five years and a right of first refusal to
lease additional space in our building. We lease approximately 16,354 square feet in Beijing, China for our principal
Asia Pacific offices and our China studio facilities, pursuant to two leases that both expire in July 2010. We have an
option to extend the Beijing leases for two years. We lease approximately 12,800 square feet in Moscow, Russia for
our Russia studio facilities, pursuant to a lease that expires in March 2009. We also lease properties in San Clemente,
California, Brazil, Chile, Hefei, China, France, Germany, Hong Kong, [taly, Spain and Sweden. We believe our
space is adequate for our current needs and that suitable additional or substitute space will be available to
accommodate the foreseeable expansion of our operations.

Item 3. Legal Proceedings

We are subject to various claims, complaints and legal actions in the normal course of business from time to
time. We do not believe we are party to any currently pending legal proceedings the outcome of which will have a
material adverse effect on our operations or financial position. There can be no assurance that existing or future
legal proceedings arising in the ordinary course of business or otherwise will not have a material adverse effect on
our business, consolidated financial position, results of operations or cash flows.

Item 4. Submission of Matters to a Vote of Security Holders

Not applicable.
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PART 1l .

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities '

Market Information for Common Stock

Our common stock has been listed on The Nasdaq Global Market under the symbol “GLUU” since our initial
public offering in March 2007. The following table sets forth, for the periods indicated, the high and low intra-day
prices for our common stock as reported on The Nasdaq Global Market.

First quarter 20077 (beginning March 22, 2007) .. ....... ... ... .. . ... $12.29  $10.00
Second quarter 2007 . . .. ... e $14.67 $ 9.78
Third quarter 2007 ... o e e e e $14.16  $ 7.6¢
Fourth quarter 2007 . .. ... .. . i e e 51041 % 477
First quarter 2008 (through March 21,2008) . ........ ... .. ... .o .. $ 548 § 392
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Stock Price Performance Graph

The following graph shows a comparison from March 22, 2007 (the date our common stock commenced
trading on The Nasdaqg Stock Market) through Dlecember 31, 2007 of the cumulative total return for an investment
of $100 (and the reinvestment of dividends) in our common stock, the Nasdaq Composite Index and the Nasdagq
Telecommunications Index. Such returns are based on historical results and are not intended to suggest future

performance.

$140 -

Indexed Total Return

Mar-2007 Apr.2007 Jun-2007 Aug-2007 Oct-2007 Dac-2007
=dr= Glu Mobile == NASDAQ Composita === NASDAQ Talecommunications

The above information under the heading “Stock Price Performance Graph” shall not be deemed to be “filed”
for purposes of Section 18 of the Securities Exchunge Act of 1934, as amended, or otherwise subject to the liabilities
of that section or Sections 11 and 12(a)(2) of the Securities Act of 1933, as amended, and shall not be incorporated
by reference into any registration statement or other document filed by us with the Securities and Exchange
Commission, whether made before or after the date of this Annual Report on Form 10-K, regardless of any general
incorporation language in such filing, except as shall be expressly set forth by specific reference in such filing.

Stockholders

As of March 21, 2008, we had approximately 156 record holders of our common stock.

Dividend Policy

We have never declared or paid any cash dividends on our capital stock. We currently intend to retain any
future earnings and do not expect to pay any dividends in the foreseeable future. Our line of credit facility, entered
into in February 2007, prohibits us from paying any cash dividends without the prior written consent of the bank.
Any future determination related to our dividend policy will be made at the discretion of our Board of Directors.

Recent Sales of Unregistered Securities

For the quarter ended December 31, 2007, we did not sell any unregistered securities,

Use of Proceeds from Public Offering of Common Stock

The Form S-1 Registration Statement (Registration No. 333-139493) relating to our IPO was declared
effective by the SEC on March 21, 2007, and the offering commenced the following day. Goldman Sachs & Co.
acted as the sole book-running manager for the olfering, and Lehman Brothers Inc., Bank of America Securities
LLC and Needham & Company, LLC acted as co-managers of the offering.
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The net proceeds of our IPO were $74.8 million. Through December 31, 2007, we used approximately
$12.0 million of the net proceeds to repay in full the principal and accrued interest on our outstanding loan from the
lender and $14.7 million of the net proceeds for the acquisition of MIG. We intend to use approximately
$36.6 million (based on the March 7, 2008 closing exchange rate between the British pound sterling and United
States dollar of $1.9969) of the net proceeds for the acquisition of Superscape upon completion of our tender offer in
March 2008. We expect to use the remaining net proceeds for general corporate purposes, including working capital
and potential capital expenditures and acquisitions.

Our management will retain broad discretion in the allocation and use of the net proceeds of cur IPO, and
investors will be relying on the judgment of our management regarding the application of the net proceeds. Pending
specific utilization of the net proceeds as described above, we have invested the net proceeds of the offering in a
variety of financial instruments, consisting principally in money market funds and auction-rate securities. The goal
with respect to the investment of the net proceeds will be capital preservation and liquidity so that such funds are
readily available to fund our operations.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

For the year ended December 31, 2007, we did not repurchase any equity securities,
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Item 6. Selected Financial Data

The following selected consolidated financial data should be read in conjunction with [tem 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” and ltem 8, “Financial Statements and
Supplementary Data,” and other financial data included elsewhere in this Annual Report on Form 10-K. Our historical
results of operations are not necessarily indicative of results of operations to be expected for any future period.

Year Ended December 31,

2007

2006

2005

2004

2003

(In thousands, except per share amounts)

Consolidated Statements of Operations Data:

REVENUES . . . o e 366,867 $ 46,166 $25651 $ 7,022 % 1,790
Cost of revenues:
Royalties . ... ... e 18,381 13,713 7.256 1,359 258
Impairment of prepaid royalties and guarantees. . . ... ... ., .... — 355 1,645 231 —
Amortization of intangible assets. . ... ....... ... . ... . ... 2,201 1,777 2.823 126 —
Impairment of intangible assets. ... ... ... ... o i, — — 1,103 — o
Total costof revenues. . .. ... .. ... .. 20,582 15.845 12,827 1,716 258
Grossprofil . ... i 46,285 30.32i 12,824 5,306 1,532
Operating cxpenses(1):
Research and development . . ... .. ... ... ..., ... ..... ... 22,425 15993 14,557 6,474 3.352
Salesand marketing. . . ... ... .. oo 13,224 11,393 8,515 3,692 697
General and administrative . . ... ... ... . L 16,898 12,072 8434 3,468 1,342
Amortization of intangible assets. . . ... ......... ... . ... ... 275 616 616 26 —
Restructuring charge .. ... ... . e — — 450 — e
Acquired in-process research and development . ... ... ........ 59 1,500 — — -_
Gainonsale of asS€18 . . ... .., . i e (1,040) — —_ — —
Total operating expenses . . . .. ... ...ttt 51,841 41,574 32,572 13,660 3391
Loss from Operations. . . .. v v vt it e e (5.556) (11,253) (19,74%) (8,354) (3,859)
Interest and other income (expense). net. . ... ............... 1.965 (872) 541 (69) 11
Loss before income taxcs and cumulative effect of change in
accounting principle. . .. ... .. ... (3,591) (12,125) (19,207) (8.423) (3.848)
Income tax benefit (provision). .. ... ... ... ... L .., 265 {185) 1,621 101 —_
Loss before cumulative effect of change in accounting principle. . . .. (3,326) (12,310) (17.586) (8,322) (3,848)
Cumulalive effect of change in accounting principle ... .. ...... — — (315) — —
Net 1S5 . oo e e e e e (3,326) (12,310) (17.901) (8,322) (3.848)
Accretiontopreferred stock . . ... ... .. . ... an (75 (63) (1,351) (533)
Deemed dividend. .. ... .. L L (3,130) - — — —
Net loss attributable to common stockholders . ... .............. $(6,473) $(12,385) $(17.964) $(9,673) $(4.381)
Net loss per share atiributable 1o common stockholders — basic and
diluted Loss before cumulative effect of change in accounting
PrnCiple . . e $ 014§ (2.48) % (437 S (545 § (3.68)
Cumulative effect of change in accounting principle .. ... ...... — — (0.07) — —_
Accretionto preferred stock .. ... oL — (0.02) (0.02) (0.89) (0.5
Deemed dividend. . . ... ... . . . (0.14) —_ —_ — —_
Net loss per share attributable to common stockholders — basic and
diluted ... oo $ (028 5 (250) $ (446) $ (6.34) § (4.19)
Weighted average common shares owstanding . ... .. ... ... .. ... 23,281 4.954 4,024 1,525 1,047

(1) Includes stock-based compensation expense as follows:
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Year Ended December 31,

2007 2006 2005 2004 2003

{In thousands)
Research and development .. ................... $ 939 $ 207 § 158 §128 §$—
Sales and marketing . ......... ... ... . ... 674 322 132 59 —
General and administrative .. ..........ooounn... 2,186 1,211 987 454 32
Total stock-based compensation expense .. ......... $3,799  $1,740 $1,277 $541  $32

Year Ended December 31,
2007 2006 2005 2004 2003
{In thousands, except per share amounts)

Cash and cash equivalents and short-term

investments . .. .. ... ... .. ... $ 59810 $12573 $21.616 $ 87393 % 1,888
Total assets. ... .......c.viiurn.nn 161,505 81,799 49,498 37,608 3,188
Current portion of long term debt . .. ... — 4,339 — — —
Long-term debt, less current portion . . . . — 7.245 — — —
Redeemable convertible preferred stock . . —_— 76,363 57,190 31,495 10,259
Total stockholder’s equity/(deficit). . .. .. 129,461 (25,185)  (17,393) (I,4}8) (7,836)

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with the consolidated financial statements and related notes contained elsewhere in this Annual Report
on Form 10-K, The informarion in this discussion contains forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended. Such starements are based upon current expectations that involve risks and uncertainties. Any statements
contained herein that are not siatements of historical fact may be deemed to be forward-looking statemenis. For
example, the words “may,” “will,” “believe,” “anticipate, T could,” “estimate,”

LT L]

plan,” “expect,” “intend,
“continue” and similar expressions or variations are intended to identify forward-looking statements. Our actual
results and the timing of certain events may differ significantly from the results discussed in the forward-looking
statements. Factors that might cause such a discrepancy include, but are not limited to, those discussed in “Risk
Factors” elsewhere in this Annual Report on Form 10-K. All forward-looking statements in this document are based
on information available to us as of the date hereof and we assume no obligation to update any such forward-
looking statements to reflect future events or circumstances.

Overview

Glu Mobile is a leading global publisher of mobile games. We have developed and published a portfolio of
more than 195 casual and traditional games to appeal to a broad cross section of the subscribers served by our more
than 200 wireless carriers and other distributors, We create games and related applications based on third-party
iicensed brands and other inteliectual property, as well as on our own eriginal brands and intellectual property. Our
zames based on licensed intellectual property include Call of Duty 4, Deer Hunter 2, Diner Dash 2, Sonic the
Hedgehog, Transformers, World Series of Poker and Zuma. Our original games based on our own intellectual
property include Brain Genius, Frantic Factory, My Hangman, Shadowalker, Space Monkey and Super K.O.
Boxing. .

We seek to attract end users by developing engaging content that is designed specifically to take advantage of
the portability and networked nature of mobile handsets. We leverage the marketing resources and distribution
infrastructures of wireless carriers and the brands and other intellectual property of third-party content owners,
allowing us to focus our efforts on developing and publishing high-quality mobile games.

We believe that improving quality and greater availability of mobile games are increasing end-user awareness
of and demand for mobile games. At the same time, carriers and branded content owners are focusing on a small
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group of publishers that have the ability to produce high-quality mobile games consistently and port them rapidly
and cost effectively to a wide variety of handsets. Additionally, branded content owners are seeking publishers that
have the ability to distribute games globally through relationships with most or all of the major carriers. We believe
we have created the requisite development and porting technology and have achieved the requisite scale to be in this
group. We also believe that leveraging our carvier and content owner relationships will allow us to grow our
revenues without corresponding percentage growth in our infrastructure and operating costs,

Our revenue growth rate will depend significantly on continued growth in the mobile game market and our
ability to continue to attract new end users in that market. Gur ability to attain profitability will be affected by the
extent to which we must incur additional ‘expenses to expand our sales, marketing, development, and general and
administrative capabilities to grow our business. The largest component of our expenses is personnel costs.
Personnel costs consist of salaries, benefits and incentive compensation, including bonuses and stock-based
compensation, for our employees. Qur operating expenses will continue to grow in absolute dollars, assuming our
revenues continue (o grow. As a percentage of revenues, we expect these expenses to decrease.

In March 2007, we completed our initial public offering, or IPQ, of common stock in which we sold and issued
7,300,000 shares of common stock at a price of $11.50 per share to the public. We raised a total of $84.0 million in
gross proceeds from the 1PO, or approximately $74.8 million in net proceeds after deducting underwriting discounts
and commissions of $5.9 million and other offering costs of $3.3 million. Upon the closing of the PO, all shares of
redeemable convertible preferred stock outstanding automatically converted into 15,680,292 shares of common
stock.

We were incorporated in May 2001 and introduced our first mobile games to the market in July 2002. In
December 2004 and in March 2006, we acquired Macrospace and iFone, respectively, each a mobile game
developer and publisher based in the United Kingdom. In December 2007, we acquired MIG, a leading publisher of
mobile games in China and in March 2008, we acquired Superscape, a global publisher of mobile games. We are
headquartered in San Mateo, California and have offices in San Clemente, California, Beijing, China, Brazil, Chile,
France, Germany, Hefei, China, Hong Kong, [taly, Russia, Spain, Sweden and the United Kingdom.

Revenues

We generate the vast majority of our revenues from wireless carriers that market and distribute our games.
These carriers generally charge a one-time purchase fee or a monthly subscription fee on their subscribers’ phone
bills when the subscribers download our games to their mobile phones. The carriers perform the billing and
collection functions and generally remit to us a contractual fee or a contractual percentage of their collected fee for
each game. We recognize as revenues the percentage of the fees due to us from the carrier (see “— Critical
Accounting Policies and Estimates — Revenue Recognition” below). End users may also initiate the purchase of
our games through various Internet portal sites or through other delivery mechanisms, with carriers generally
continuing to be responsible for billing, collecting and remitting to us & portion of their fees. To date, eliminating the
impact of our acquisitions, our domestic revenues have grown more rapidly than our international revenues, and this
trend may continue,

Cost of Revenues

Our cost of revenues consists primarily of royalties that we pay to content owners from which we license
brands and other intellectual property and, to a limited extent, to certain external developers. Qur cost of revenues
also includes non-cash expenses — amortization of certain acquired intangible assets, any impairment of those
intangible assets, and any impairment of prepaid royalties and guarantees. We record advance royalty payments
made to content licensors as prepaid royalties on our balance sheet when payment is made to the licensor. We
recognize royalties in cost of revenues based upon the revenues derived from the relevant game multiplied by the
applicable royalty rate. If our licensors earn royalties in excess of their advance royalties, we also recognize these
excess royalties as cost of revenues in the pertod they are earned by the licensor. If applicable, we will record an
impairment of prepaid royalties or accrue for future guaranteed royaltics that are in excess of anticipated demand or
net realizable value. At each balance sheet date, we perform a detailed review of prepaid royalties and guarantees
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that considers multiple factors, including forecasted demand, game life cycle status, game development plans, and
current and anticipated sales levels,

We pay some of our external developers, especially in Europe, royalties in addition to payments for game
development costs. We recognize these royalties as cost of revenues in the period the developer earns the royalties
based upon the revenues derived from the relevant game multiplied by the applicable royalty rate. We expense the
costs for development of our games prior to technological feasibility as we incur them throughout the development
process, and we include these costs in research and development expenses (see “— Critical Accounting Policies and
Estimates — Software Development Costs™ below). To date, royalties paid to developers have not been significant,
but we expect them to increase in aggregate amount based on our existing contracts with developers.

Absent further impairments of existing intangible assets, we expect amortization of intangible assets included
in cost of revenues to be $3.5 million in 2008, $3.1 million in 2009, $2.6 million in 2010, $1.6 million in 2011,
$1.5 million in 2012 and $1.5 million thereafter. These amounts would likely increase if we make future
acquisitions.

Gross Margin

Our gross margin is determined principally by the mix of games that we license, Qur games based on licensed
intellectual property require us to pay royalties to the licensor and the royalty rates in our licenses vary significantly;
our original Glu-branded games, which are based on our own intellectual property, require no royalty payments to
licensors. There are multiple internal and external factors that affect the mix of revenues from licensed games and
Glu-branded games, including the overall number of licensed games and Glu-branded games available for sale
during a particular period, the extent of our and our carriers’ marketing efforts for each game, and the deck
placement of each game on our carriers’ mobile handsets. We believe the success of any individual game during a
particular period is affected by its quality and third-party ratings, its marketing and media exposure, its consumer
recognizability, its overall acceptance by end users and the availability of competitive games. If our product mix
shifts more to licensed games or games with higher royalty rates, our gross margin would decline. Our gross margin
is also adversely affected by ongoing amortization of acquired intangible assets, such as licensed content, games,
trademarks and carrier contracts that are directly related 1o revenue-generating activities and by periodic charges for
impairment of these assets and of prepaid royalties and guarantees. These charges can cause gross margin
variations, particularly from quarter to quarter,

Operating Expenses

Our operating expenses primarily include research and development expenses, sales and marketing expenses
and general and administrative expenses. They have in the past also included amortization of acquired intangible
assets not directly related to revenue-generating activities and, in one period, a restructuring charge and a charge for
acquired in-process research and development.

Research and Development. Our research and development expenses consist primarily of salaries and
benefits for employees working on creating, developing, porting, quality assurance, carrier certification and
deployment of our games, on technologies related to interoperating with our various wireless carriers and on our
internal platforms, payments to third parties for developing and porting of our games, and allocated facilities costs.

We devote substantial resources to the development, porting and quality assurance of our games and expect
this 1o continue in the future. We believe that developing games internally through our own development studios
allows us to increase operating margins, leverage the technology we have developed and betier control game
delivery. OQur games generally require six months to one year to produce, based on the complexity and feature set of
the game developed, the number of carrier wireless platforms and mobile handsets covered, and the experience of
the internal or external developer. We expect our research and development expenses will increase in absolute terms
as we continue to create new games and technologies, but that these expenses will continue to decline as a
percentage of revenues.

Sales and Marketing.  Our sales and marketing expenses consist primarily of salaries, benefits and incentive
compensation for sales and marketing personnel, expenses for advertising, trade shows, public relations and other
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promotional and marketing activities, expenses for general business development activities, travel and entertain-
ment expenses and allocated facilities costs. We expect sales and marketing expenses to increase in absolute terms
with the growth of our business and as we further promote our games and the Glu brand. Although we expect our
variable marketing expenses to increase at least as rapidly as our revenues, we expect that our sales and marketing
headcount will not increase as rapidly as revenues and that therefore sales and marketing expenses will continue to
decrease as a percentage of revenues.

General and Administrative.  Our general and administrative expenses consist primarily of salaries and
benefits for general and administrative personnel, consulting fees, legal, accounting and other professional fees,
information technology costs and allocated facilities costs. We expect that general and administrative expenses will
increase in absolute terms as we hire additional personnel and incur costs related to the anticipated growth of our
business, integration of our recent acquisitions and our operation as a public company. We also expect that these
expenses will increase because of the additional costs to comply with the Sarbanes-Oxley Act and related regulation
and our efforts to expand our international operations. However, we expect these expenses to continue to decrease as
a percentage of revenues,

Based on our current revenue and expense projections, we expect that our various operating expense calegories
will decline as a percentage of revenues. We could fail to increase our revenues as anticipated, and we could decide
10 increase expenses in one or more categories to respond to competitive pressures or for other reasons. In these
cases and others, it is possible that one or more of our operating expense categories would not decline as a
percentage of revenues.

Amortization of Inangible Assets.  We record amortization of acquired intangible assets that are directly
related to revenue-generating activities as part of our cost of revenues and amortization of the remaining acquired
intangible assets, such as noncompetition agreements, as part of our operating expenses. We record intangible assets
on our balance sheet based upon their fair value at the time they are acquired. We determine the fair value of the
intangible assets using a discounted cash flows approach. We amortize the amortizable intangible assets using the
straight-line method over their estimated useful lives. Absent impairments of existing intangible assets, we expect
amortization of existing intangible assets to be $276,000 in 2008, $276,000 in 2009 and $264,000 in 2010. These
amounts would likely increase if we make future acquisitions.

Restructuring Charge. In 2005, we undertook restructuring activities to reduce our ongoing operating
expenses. The resulting restructuring charge principally consisted of costs associated with employee termination
benefits. We recorded these costs as an operating expense when we communicated the benefit arrangement to the
employee and no significant future services, other than a minimum retention period, were required of the employee
in order to earn the termination benefits.

Acquired In-Process Research and Development.  We classify all development projects acquired in business
combinations as acquired in-process research and development, or IPR&D, if the feasibility of the acquired
technology has not been established and no future alternative uses exist. We expense the fair value of IPR&D at the
time it is acquired. We determine the fair value of the IPR&D using a discounted cash flows approach. In estimating
the appropriate discount rate, we consider, among other things, the risks to developing technology given changes in
trends and technology in our industry. In 2006, we expensed the fair value of [PR&D acquired in the iFone
transaction and in 2007, we expensed the fair value of IPR&D acquired in the MIG transaction. In 2008, we will
expense the fair value of IPR&D as a result of our acquisition of Superscape.

Gain on Sale of Assets.  Qur gain on sale of assets relates entirely to the net proceeds from the sale of our
ProvisionX software to a third party. We do not anticipate additional gains on asset sales in the future,

Interest and Other Income (Expense), Net

Interest and other income (expense), net, includes interest income, interest expense, accretion of the debt
discount related to the warranis issued to Pinnacle Ventures in conjunction with its March 2006 loan 1o us, changes
in our preferred stock warrant liability, foreign currency transaction gains and losses and the write down of certain
auction rate securities to their respective fair values. Following the completion of our initial public offering our
outstanding warrants 1o purchase redeemable convertible preferred stock converted into warrants to purchase
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common stock and we are no longer required.to record changes in our preferred stock warrant liability under Staff
Position No. 150-5, Issuer’s Accounting under FASB Statement No. 130 for Freestanding Warrants and Other
Similar Instruments on Shares That Are Redeemable, or FSP 150-5, or accretion in the debt discount related to the
Pinnacle Ventures warrants.

Accounting for Income Taxes

We are subject to tax in the United States as well as other tax jurisdictions or countries in which we conduct
business. Earnings from our non-U.S. activities are subject to local country income tax and may be subject to current
United States income tax depending on whether these earnings are subject to U.S. income tax based upon U.S. anti-
deferral rules, such as Subpart F of the Internal Revenue Code of 1986, as amended, or the Code. In addition, some
zevenues generated outside of the United States and the United Kingdom may be subject to withholding taxes. In
some cases, these withholding taxes may be deductible on a current basis or may be available as a credit to offset
future income taxes depending on a variety of factors.

We record a valuation allowance to reduce any deferred tax asset to the amount that is more likely than not to be
realized. We consider historical levels of income, expectations and risks associated with estimates of future taxable
income and ongoing prudent and feasible tax planning strategies in assessing the need for a valuation allowance. If
we were to determine that we would be able to realize deferred tax assets in the future in excess of the net recorded
amount, we would record an adjustment to the deferred tax asset valuation allowance. Such an adjustment would
increase our income or goodwill in the period the determination is made. Historically, we have incurred operating
losses and have generated significant net operating loss carryforwards. During the fourth quarter of 2007, we
finalized certain transfer pricing studies and as a result, we adjusted the federal and state net operating losses and
reduced the corresponding valuation allowance. At December 31, 2007, we had net operating loss carryforwards of
approximately $23.8 million and $23.3 million for federal and state tax purposes, respectively. These carryforwards
will expire from 2011 to 2026. Our ability to use our net operating loss carryforwards to offset any future taxable
income may be subject to restrictions attributable to equity transactions that result in changes of ownership as
defined by section 382 of the Code. As of December 31, 2007, total net operating losses of $5.9 million are available
in the United Kingdom, however, $5.1 million of those losses are limited and can only offset a portion of the annual
combined profits in the United Kingdom until the net operating losses are fully utilized.

On January 1, 2007, we adopted the provisions of FIN 48, which clarifies the accounting for uncertainty in
income taxes recognized in financial statements in accordance with SFAS No. 109, “Accounting for Income Taxes.”
FIN 48 prescribes a recognition threshold and measurement attribute of tax positions taken or expected to be taken
on a tax return. The interpretation also provides guidance on de-recognition, classification, interest and penalties,
accounting in interim periods, disclosure and transition, The total amount of unrecognized tax benefits as of the
aloption date was $575,000. Our policy is to recognize interest and penalties related to unrecognized tax benefits in
income tax expense.

Cumaulative Effect of Change in Accounting Principle

Cn June 29, 2005, the FASB issued FSP 150-5. FSP 150-5 affirms that freestanding warrants to purchase
shares that are redeemable are subject to the requirements in SFAS No. 150, regardless of the redemption price or
the timing of the redemption feature. Therefore, under SFAS No. 150, the outstanding freestanding warrants to
purchase our convertible preferred stock are liabilities that must be recorded at fair value each quarter, with the
changes in estimated fair value in the quarter recorded as other expense or income in our staternent of operations,
We adopted FSP 150-5 as of July I, 2005 and recorded an expense of $315,000 for the cumulative effect of the
change in accounting principte to reflect the estimated fair value of these warrants as of that date.

Following the completion of the PO, our outstanding warrants to purchase redeemable convertible preferred
stock converted into warrants to purchase common stock, and we are no longer required to record changes in our
preferred stock warrant liability under FSP 150-5.
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Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with United States generally accepted
accounting principles, or GAAP. These accounting principles require us to make certain estimates and judgments
that can affect the reported amounts of assets and liabilities as of the dates of the consolidated financial statements,
the disclosure of contingencies as of the dates of the consolidated financial statements, and the reported amounts of
revenues and expenses during the periods presented. Although we believe that our estimates and judgments are
reasonable under the circumstances existing at the time these estimates and judgments are made, actual results may
differ from those estimates, which could affect our consolidated financial statements.

We believe the following to be critical accounting policies because they are important to the portrayal of our
financial condition or results of operations and they require critical management estimates and judgments about
matters that are uncertain:

* revenue recognition;

« advance or guaranteed licensor royalty payments;
» short-term investments;

* long-lived assets,

* goodwill;

* software development costs;

* stock-based compensation; and

* income taxes.

Revenue Recognition

We derive our revenues primarily by licensing software products in the form of mobile games. License
arrangements with our end users can be on a perpetual or subscription basis. A perpetual license gives an end user
the right to use the licensed game on the registered mobile handset on a perpetual basis. A subscription license gives
an end user the right to use the licensed game on the registered handset for a limited period of time, ranging from a
few days to as long as one month. All games that require ongoing delivery of content from us or connectivity
through our network for multi-player functionality are only billed on a monthly subscription basis. We distribute our
products primarily through wireless carriers, which market our games to end users. Carriers usually bill license fees
for perpetual and subscription licenses upon download of the game software by the end user. In the case of
subscription licenses, many subscriber agreements provide for automatic renewal until the subscriber opts-out,
while the others provide for opt-in renewal. In either case, subsequent billings for subscription licenses are generally
billed monthly. We apply the provisions of Statement of Position 97-2, Software Revenue Recognition, as amended
by Statement of Position 98-9, Modification of SOP 97-2, Seftware Revenue Recognition, With Respect to Certain
Transactions, 10 all transactions.

We recognize revenues from our games when persuasive evidence of an arrangement exists, the game has been
delivered, the fee is fixed or determinable, and the collection of the resulting receivable is probable. For both
perpetual and subscription licenses, we consider a signed license agreement to be evidence of an arrangement with a
carrier and a “clickwrap” agreement to be evidence of an arrangement with an end user. For these licenses, we

" define delivery as the download of the game by the end user.

We estimate revenues from carriers in the current period when reasonable estimates of these amounts can be
made. Several carriers provide reliable interim preliminary reporting and others report sales data within a
reasonable time frame following the end of each month, both of which allow us to make reasonable estimates
of revenues and therefore to recognize revenues during the reporting period when the end user licenses the game.
Determination of the appropriate amount of revenue recognized involves judgments and estimates that we believe
are reasonable, but it is possible that actual results may differ from our estimates. Our estimates for revenues include
consideration of factors such as preliminary sales data, carrier-specific historical sales trends, the age of games and
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the expected impact of newly launched games, successful introduction of new handsets, promotions during the
period and economic trends. When we receive the final carrier reports, to the extent not received within a reasonable
time frame following the end of each month, we record any differences between estimated revenues and actual
revenues in the reporting period when we determine the actual amounts. Historically, the revenues on the final
revenue report have not differed by more than one-half of 19 of the reported revenues for the period, which we
deemed to be immaterial. Revenues earned from certain carriers may not be reasonably estimated. If we are unable
to reasonably estimate the amount of revenue to be recognized in the current period, we recognize revenues upon the
receipt of a carrier revenue report and when our portion of a game’s licensed revenues is fixed or determinable and
collection is probable. To monitor the reliability of our estimates, our management, where possible, reviews the
revenues by carrier and by game on a weekly basis to identify unusual trends such as differential adoption rates by
carriers or the introduction of new handsets. If we deem a carrier not to be creditworthy, we defer all revenues from
the arrangement with that carrier until we receive payment and all other revenue recognition criteria have been met.

In accordance with Emerging Issues Task Force, or EITF, Issue No. 99-19, Reporting Revenue Gross as a
Principal Versus Net as an Agent, we recognize as revenues the amount the carrier reports as payable to us upon the
sale of our games. We have evaluated our carrier agreements and have determined that we are not the principal when
selling our games through carriers. Key indicators that we evaluated in reaching this determination included:

= wireless subscribers directly contract with their carriers, which have most of the service interaction and are
generally viewed as the primary obligor by the subscribers;

» carriers generally have significant control over the types of games that they offer to their subscribers;

* carriers are direcily responsible for billing and collecting fees from their subscribers, including the
resolution of billing disputes;

« carriers generally pay us a fixed percentage of their revenues or a fixed fee for each game;

* carriers generally must approve the price of our games in advance of their sale to subscribers, and our more
significant carriers generally have the ability to set the ultimate price charged to their subscribers; and

* we have limited risks, including no inventory risk and limited credit risk.

Advance or Guaranteed Licensor Royalty Payments

Our royalty expenses consist of fees that we pay to branded content gwners for the use of their intellectual
property, including trademarks and copyrights, in the development of our games. Royalty-based obligations are
either paid in advance and capitalized on our balance sheet as prepaid royalties or accrued as incurred and
subsequently paid. These royalty-based obligations are expensed to cost of revenues at the greater of the revenues
derived from the relevant game multiplied by the applicable contractual rate or an effective royalty rate based on
expected net product sales. Advanced license payments that are not recoupable against future royalties are
capitalized and amortized over the lesser of the estimated life of the branded title or the term of the license
agreement.

Our contracts with some licensors include minimum guaranteed royalty payments, which are payable
regardless of the ultimate volume of sales to end users. Effective January 1, 2006, we adopted FSP FIN 45-3,
Application of FASB Interpretation No. 45 to Minimum Revenue Guarantees Granted to a Business or Its Owners.
Ay a tesult, we recorded a minimum guaranteed liability of approximately $7.9 mitlion as of December 31, 2007.
When no significant performance remains with the licensor, we initially record each of these guaraniees as an asset
and as a liability at the contractual amount. We believe that the contractual amount represents the fair value of our
liability, When significant performance remains with the licensor, we record royalty payments as an asset when
actually paid and as a liability when incurred, rather than upon execution of the contract. We classify minimum
royalty payment obligations as current liabilities to the extent they are contractually due within the next twelve
months.

Each quarter, we also evaluate the realization of our royalties as well as any unrecognized guarantees not yet
paid to determine amounts that we deem unlikely to be realized through product sales. We use estimates of
revenues, cash flows and net margins to evaluate the future realization of prepaid royalties and guarantees. This
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evaluation considers multiple factors, including the term of the agreement, forecasted demand, game life cycle
status, game development plans and current and anticipated sales levels. To the extent that this evaluation indicates
that the remaining prepaid and guaranteed royalty payments are not recoverable, we record an impairment charge in
the period such impairment is indicated. Subsequently, if actual market conditions are more favorable than
anticipated, amounts of prepaid royalties previously written down may be utilized, resulting in lower cost of
revenues and higher income from operations than previously expected in that period. In 2007, our cost of revenues
was reduced by $75,000 as a result of selling games on which the prepaid royalties had previously been impaired.
During 2007, 2006 and 2005, we recorded impairment charges of zero, $355,000 and $1.6 million, respectively. We
believe that the combination of the evolving market for licensing other companies’ intellectual property and our
improved license pre-qualification process will reduce risk of future impairments. The impairments that we have
recorded to date are predominantly related to license agreements entered into prior to 2005 and had significant
guarantees for which the success was tied to a third-party product release. In 2005, 2006 and 2007, the market for
licensed intellectual property stabilized, resulting in lower upfront commitment fees. We believe our improved
visibility regarding forecasted demand and gaming trends supports our ability to reasonably determine the
realizibility of the assets on our consolidated balance sheet.

Short-Term Investments

We have invested in auction-rate securities that are bought and sold in the marketplace through a bidding
process sometimes referred to as a “Dutch Auction.” After the initial issuance of the securities, the interest rate on
the securities is reset periodically, at intervals set at the time of issuance (e.g., every seven, 28 or 35 days or every six
months), based on the market demand at the reset period. The “stated” or “contractual” maturities for these
securities, however, generally are 20 to 30 years. As of December 31, 2007, we had $2.8 million of principal
invested in two auction-rate securities, each of which were rated AAA as of the date of this report, with contractual
maturities of 2017.

We have classified these investments as available-for-sale securities under Statement of Financial Accounting
Standards No. 115, Accounting for Certain Investments in Debt and Equity Securities (“SFAS 115™). In accordance
with SFAS 115, these securities are reported at fair value with any changes in market value reported as a part of
comprehensive income/(loss). No unrealized gains or losses were recognized during the years ended December 31,
2007, 2006 or 2005.

We periodically review these investments for impairment. In the event the carrying value of an investment
exceeds its fair value and the decline in fair value is determined to be other-than-temporary, we write down the value
of the investment to its fair value. We recorded an $806,000 write down due to a decline in fair value of two failed
auctions as of December 31, 2007 that was determined to be other-than-temporary based on gquantitative and
qualitative assumptions and estimates using valuation models including a firm liquidation quote provided by the
sponsoring broker and an analysis of other-than-temporary impairment factors including the use of cash for the two
recent acquisitions, the ratings of the underlying securities, our intent to continue to hold these securities and the
continued and further deterioration in the auction-rate securities market. No realized gains or losses were
recognized during the years ended December 31, 2006 or 2005.

Long-Lived Assets

We evaluate our long-lived assets, including property and equipment and intangible assets with finite lives, for
impairment whenever events or changes in circumstances indicate that the carrying value of these assets may not be
recoverable in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets.
Factors considered important that could result in an impairment review include significant underperformance
relative to expected historical or projected future operating results, significant changes in the manner of use of the
acquired assets, significant negative industry or economic trends, and a significant decline in our stock price for a
sustained period of time. We recognize impairment based on the difference between the fair value of the asset and its
carrying value. Fair value is generally measured based on either quoted market prices, if applicable, or a discounted
cash flow analysis.
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Goodwill

In accordance with SFAS No. 142, Goodwill and Other Intangible Assets (“SFAS 1427), we do not amortize
soodwill or other intangible assets with indefinite lives but rather test them for impairment. SFAS 142 requires us to
perform an impairment review of our goodwill balance at least annually, which we do as of September 30 each year,
and also whenever events or changes in circumstances indicate that the carrying amount of these assets may not be
recoverable. In our impairment review as of September 30, 2007, we looked at two of our reporting units — the
United States and EMEA - since none of our goodwill was attributable to our third operating unit, the rest of the
world, as of that date. We compare the fair value of each unit to its carrying value, including goodwill. The primary
methods used to determine the fair values for SFAS 142 impairment purposes were the discounted cash flow and
market methods. We determined the assumptions supporting the discounted cash flow method, including the
assumed 25% and 27% discount rates for the Americas and EMEA reporting units, respectively, as of September 30,
2007, using our best estimates as of the date of the impairment review, If the carrying value, including goodwill,
exceeds the fair value, we perform an allocation of the unit’s fair value to its identifiable tangible and nongoodwill
intangible assets and liabilities. This allows us to determine an implied fair value for the unit’s goodwill. We then
compare the implied fair value of the unit’s goodwill with the carrying value of the unit’s goodwill. If the carrying
value of the unit’s goodwill is greater than its implied fair value, we would recognize an impai:l'ment charge for the
difference. To date, no unit’s carrying value has exceeded its fair value, and thus we have taken no goodwill
impairment charges. We believe that, as a result of our recent revenue growth, operating results and use of cash, we
will begin generating cash flows from operating activities in the latter half of 2008.

Application of the goodwill impairment test requires judgment, including the identification of the reporting
units, the assigning of assets and liabilities to reporting units, the assigning of goodwill to reporting units and the
determining of the fair value of each reporting unit. Significant judgments and assumptions include the forecast of
{uture operating results used in the preparation of the estimated future cash flows, including forecasted revenues and
costs based on current titles under contract, forecasted new titles that we expect to release, timing of overall market
growth and our percentage of that market, discount rates and growth rates in terminal values. The market
comparable approach estimates the fair value of a company by applying to that company market multiples of
publicly traded firms in similar lines of business. The use of the market comparable approach requires judgments
regarding the comparability of companies with lines of business similar to ours. This process is particularly difficult
in a sitvation where no domestic public mobile games companies exist. The factors used in the selection of
comparable companies include growth characteristics as measured by revenue or other financial metrics; margin
characteristics; product-defined markets served; customer-defined markets served; the size of a company as
measured by financial metrics such as revenue or market capitalization; the competitive position of a company, such
as whether it is a market leader in terms of indicators like market share; and company-specific issues that suggest
appropriateness or ingppropriateness of a particular company as a comparable. We weighted the income and market
comparable valuations equally as we did not believe that either method was more appropriate. Further, the total
gross value calculated under each method was not materially différent, and therefore if the weighting were different
we do not believe that this would have significantly impacted our conclusion. If different comparable companies
had been used, the market multiples and resulting estimates of the fair value of our stock would also have been
different. Changes in these estimates and assumptions could materially affect the determination of fair value for
each reporting unit, which could trigger impairment.

Software Development Costs

We apply the principles of SFAS No. 86, Accounting for the Costs of Computer Software 1o Be Sold, Leased, or
Otherwise Marketed (“SFAS 867). SFAS 86 requires that software development costs incurred in conjunction with
product:development be charged to research and development expense uniil technological feasibility is established.
Thereafter, until the product is released for sale, software development costs must be capitalized and reported at the
lower of unamortized cost or net realizable value of the related product. We have adopted the “tested working
rnedel” approach to establishing technological feasibility for our games. Under this approach, we do not consider a
game in development to have passed the technological feasibility milestone until we have completed a model of the
game that contains essentially all the functionality and features ot the final game and have tested the model to ensure
that it works as expected. To date, we have not incurred significant costs between the establishment of technological
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feasibility and the release of a game for sale; thus, we have expensed all software development costs as incurred. We
also will consider the following factors in determining whether costs should be capitalized: the emerging nature of
the mobile game market; the gradual evolution of the wireless carrier platforms and mobile handsets for which we
develop games; the lack of pre-orders or sales history for our games; the uncertainty regarding a game’s revenue-
generating potential; our lack of control over the carrier distribution channel resulting in uncertainty as to when, if
ever, a game will be available for sale; and our historical practice of canceling games at any stage of the
development process.

Stock-Based Compensation

Prior to January 1, 2006, we accounted for stock-based employee compensation arrangements in accordance
with the provisions of Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, or
APB No. 25, and related interpretations, and followed the disclosure provisions of SFAS No. 123, Accounting for
Stock-Based Compensation. Under APB No. 25, compensation expense for an option was based on the difference, if
any, on the date of the grant between the fair value of a company’s common stock and the exercise price of the
option. APB No. 25 required companies to record deferred stock-based compensation on their balance sheets and
amortize it to expense over the vesting periods of the individual options. We amortize deferred stock-based
compensation using the multiple option method as prescribed by FASB Interpretation No. 28, Accounting for Stock
Appreciation Rights and Other Variable Stock Option or Award Plans, or FIN 28, over the option vesting period
using an accelerated amortization schedule. We expensed employee stock-based compensation of $1.3 million in
2005.

Effective January 1, 2006, we adopted the fair value provisions of SFAS No. 123R, Share-Based Payment
(“SFAS 123R™), which supersedes our previous accounting under APB No. 25. SFAS 123R requires the recognition
of compensation expense, using a fair-value based method. for costs related to all share-based payments including
stock options. SFAS 123R requires companies to estimate the fair value of share-based payment awards on the grant
date using an option pricing model. We adopted SFAS 123R using the prospective transition method, which
required us to apply SFAS 123R to option grants on and after the required effective date. For options granted prior to
the January 1, 2006 effective date that remained unvested on that date, we continue to recognize compensation
expense under the intrinsic value method of APB No. 25. In addition, we are continuing to amortize those awards
granted prior to January 1, 2006 utilizing an accelerated amortization schedule, while we will expense all options
granted or modified on and after January 1, 2006 on a straight-line basis. To value awards granted on or after
January 1, 2006, we used the Black-Scholes option pricing model, which requires, among other inputs, an estimate
of the fair value of the underlying common stock on the date of grant and assumptions as to volatility of our stock
over the term of the related options, the expected term of the options, the risk-free interest rate and the option
forfeiture rate. We determined the assumptions used in this pricing model at each grant date. We concluded that it
was not practicable to calculate the volatility of our share price since our securities have been publicly traded for a
limited period of time. Therefore, we based expected volatility on the historical volatility of a peer group of publicly
traded entities. We determined the expected term of our options based upon historical exercises, post-vesting
cancellations and the options’ contractual term. We based the risk-free rate for the expected term of the option on the
U.S. Treasury Constant Maturity Rate as of the grant date. We determined the forfeiture rate based upon our
historical experience with option cancellations adjusted for unusual or infrequent events.

In 2007, we recorded total employee non-cash stock-based compensation expense of $3.8 million, of which
$412,000 represented continued amortization of deferred stock-based compensation for options granted prior to
2006 and $3.4 million represented expense recorded in accordance with SFAS 123R with an expected term of
approximately 5.24 years. In 2006, we recorded total employee non-cash stock-based compensation expense of
$1.7 million, of which $863,000 represented continued amortization of deferred stock-based compensation for
options granted prior to 2006 and $877,000 represented expense recorded in accordance with SFAS 123R based on
2006 options grants with an expected term of approximately 6.07. In future periods, stock- based compensation
expense may increase as we issue additional equity-based awards to continue to atiract and retain key employees.
Additionally, SFAS 123R requires that we recognize compensation expense only for the portion of stock options
that are expected to vest. If the actual number of forfeitures differs from that estimated by management, we may be
required to record adjustments to stock-based compensation expense in future periods.
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As aresult of adopting SFAS 123R, our net loss in 2006 and 2007 was higher by $877,000 and $3.4 millicn, net
of tax effect, than if we had continued to account for stock-based compensation under APB No. 25. Basic and
diluted net loss per share in 2006 would have been $0.18 and $0.15 per share lower than if we had not adopted
SFAS 123R.

We account for equity instruments issued to non-employees in accordance with the provisions of SFAS No. 123,
EITF Issue No, 96-18 and FIN 28.

Income Taxes

We account for income taxes in accordance with SFAS No. 109, Accounting for Income Taxes. As part of the
process of preparing our consolidated financial statements, we are required to estimate our income tax benefit
(provision) in each of the jurisdictions in which we operate. This process involves estimating our current income tax
benefit (provision) together with assessing temporary differences resulting from differing treatment of items for tax
and accounting purposes. These differences result in deferred tax assets and liabilities, which are included within
our consolidated balance sheet using the enacted tax rates in effect for the year in which we expect the differences to
rZverse,

We record a valuation allowance ro reduce our deferred tax assets to an amount that more likely than not will be
realized. As of December 31, 2007 and 2006, our valuation allowance on our net deferred tax assets was
$14.3 million and $14.4 million, respectively. While we have considered future taxable income and ongoing
prudent and feasible tax planning strategies in assessing the need for the valuation allowance, in the event we were
to determine that we would be able to realize our deferred tax assets in the future in excess of our net recorded
amount, we would need to make an adjustment to the allowance for the deferred tax asset, which would increase
income in the period that determination was made. '

On January 1, 2007 we adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty in
Income Taxes — an Interpretation of FASB Statemenr No. 109 (“FIN 48”), which clarifies the accounting for
uncertainty in income taxes recognized in financial statements in accordance with SFAS No. 109, “Accounting for
Income Taxes.” FIN 48 prescribes a recognition threshold and measurement attribute of tax positions taken or
expected to be taken on a tax return. The interpretation also provides guidance on de-recognition, classification,
interest and penalties, accounting in interim periods, disclosure and transition. The total amount of unrecognized
tax benefits as of the adoption date was $575,000. Our policy is to recognize interest and penalties related to
unrecognized tax benefits in income tax expense. We do not expect that the amount of unrecognized tax benefits
will change significantly within the next 12 months. '

We have not provided federal income taxes on the unremitted earnings of foreign subsidiaries because these
earnings are intended to be reinvested permanently.
Results of Operations

The following sections discuss and analyze the changes in the significant line items in our statements of
operations for the comparison periods identified.

Comparison of the Years Ended December 31, 2007 and 2006

Revenues
Year Ended
December 31,
2007 2006
) {In thousands)
REVEmUES . . . . e $66,867  $46,166

Our revenues increased $20.7 million, or 44.8%, from $46.2 million in 2006 10 $66.9 million in 2007, due
primarily to increased revenue per title, including our top ten titles, new titles, our growing catalog of titles, broader
international distribution reach and increased adoption rates for mobile game users. The increase resulted from sales
of games that we have released in 2007, including Centipede, Project Gotham Racing, Sonic Jump and
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Transformers as well as the continued success of titles released in prior years including Deer Hunter 2, World Series
of Poker and Zuma. Revenues in 2007 from games released in 2007 were $12.7 million. Revenues from our top ten
titles increased from $24.6 million in 2006 to $35.2 million in 2007. International revenues, defined as revenuves
generated from carriers whose principal operations are located cutside the United States, increased $10.2 million
from $20.7 million in 2006 to $30.9 million in 2007.

Cost of Revenues
Year Ended
December 31,
2007 2006
{In thousands)

Cost of revenues:

Royalties. . .. .. e $18,381 $13.713
Impairment of prepaid royalties and guarantees .. .............. ... ... — 355
Amortization of intangible assets . . ... .. ... .. L L ol 2,201 1,777
Total cost of revenues .. ..ot n... e 320,582  $15,845
ReVERUES . ..t et e e e 366,867  $46,166
Gross MArZIN . . L.t it et it it s 69.2% 65.7%

Qur cost of revenues increased $4.7 million, or 29.9%, from $15.8 million in 2006 to $20.6 million in 2007.
The increase resulted from an increase in royalties due to higher sales volumes and an increase in amortization of
acquired intangible assets, which was offset by a decrease in impairment of prepaid royalties and guarantees.
Royalties increased $4.7 miilion principally because of higher revenues with associated royalties, Revenues
attributable to games based upon branded intellectual property decreased as a percentage of revenues from 88.4% in
2006 to 88.1% in 2007, The average royalty rate that we paid on games based on licensed intellectual property
decreased from 34% in 2006 to 31% in 2007. As a result of the decreases in average royalty rate from branded titles
and impairment of prepaid royalties and guarantees, overall royalties, including impairment of prepaid royalties and
guarantees, as a percentage of total revenues decreased from 30% to 27%. Amortization of intangible assets
increased by $0.4 million primarily as a result of a full year of amortization for iFone acquired intangible assets
during 2007 compared to only nine months of amortization of these assets during 2006.

Gross Margin

Our gross margin increased from 65.7% in 2006 to 69.2% in 2007 because of the decreased royalty rate paid on
games based on licensed intellectual property and the decrease in impairment of prepaid royalties and guarantees
but offset by the increase in amortization of intangible assets.

Research and Development Expenses

Year Ended
December 31,

2007 2006
(In thousands)

Research and development eXpenses . ........ ottty $22.425  $15,993
Percentage of revenues ... ... ... ... .. e 33.5% 34.6%

Our research and development expenses increased $6.4 million, or 40.2%, from $16.0 million in 2006 to
$22.4 million in 2007. The increase in research and development costs was primarily due to increases in salaries and
benefits of $2.7 million, facility costs of $1.5 million to support additional headcount, outside services costs of
$1.2 million for external development and porting projects, and stock-based compensation of $732,000.

Research and development headcount increased from 150 to 287 in 2007 and salaries and benefits increased as
a result. The growth in headcount was due primarily to expanding our studic capacity in China as well as the
research and development employees resulting from our December 2007 acquisition of MIG. Research and
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development expenses included $207,000 of stock-based compensation expense in 2006 and $939,000 in 2007. As a
percentage of revenues, research and development expenses declined from 34.6% in 2006 to 33.5% in 2007 due to

an increase in revenues.

Sales and Marketing Expenses

Year Ended
December 31,

2007 2006
(In thousands)
Sales and marketing expenses .. ........... e e e e $13,224 $11,393

Percentage of revenues .. ... .. ... .. 19.8% 24.7%

Our sales and marketing expenses increased $1.8 million, or 16.1%, from $11.4 million in 2006 to
$13.2 million in 2007. Most of the increase was attributable to a $1.0 million increase in salaries and benefits,
as we increased our sales and marketing headcount from 41 to 63 in 2007, a $810,000 increase in marketing and
sales programs, and a $352,000 increase in stock-based compensation. We increased staffing to expand our
marketing efforts for our games and the Glu brand, to increase sales efforts to our new and existing wireless carriers
and to expand our sales and marketing operations into the Asia-Pacific and Latin America regions. As a percentage
of revenues, sales and marketing expenses declined from 24.7% in 2006 to 19.8% in 2007 as our sales and
marketing activities generated more revenues across a greater number of camriers and mobile handsets. Sales and
marketing expenses included stock-based compensation expense of $322,000 in 2006 and $674.000 in 2007.

General and Administrative Expenses

Year Ended
December 31,
2007 2006
(In thousands)

General and administrative expenses . . ... ....... ... .. ... ... ..., $l6,é98 $12,072
Percentage of revenues ... ... . ... . 25.3% 26.1%

Our general and administrative expenses increased $4.8 million, or 40.0%, from $12.1 million in 2006 to
$16.9 million in 2007. The increase in general and administrative expenses was primarily the result of a $2.0 million
increase in salaries and benefits, increase of stock compensation of $973,000, a $558,000 increase in atlocated
facility and depreciation expense due to increased headcount, a $447,000 increase in directors’ and officers’
insurance, a $394,000 increase in IT support and maintenance fees of, a $232,000 increase in business and franchise
raxes and a $154,000 increase in travel and entertainment expenses. We increased our general and administrative
headcount from 43 to 67 in 2007 to support our continved growth and expansion. As a percentage of revenues,
zeneral and administrative expenses declined from 26.1% in 2006 to 25.3%% in 2007 as a result of the overall growth
of our revenues, which resulted in continued economies of scale in our general and administrative cxpenses. General
and administrative expenses included stock-based compensation expense in 2007 and 2006 of $2.2 million and
_ }1.2 million, respectively.

Other Operating Expenses

Our amortization of intangible assets, such as non-competition agreements, acquired from Macrospace and
iFone was $275,000 in 2007 and $616,000 in 2006, The decrease was due to the full amortization of certain
intangibles during 2006.

Our acquired in-process research and development decreased from $1.5 million in 2006 to $59,000 in 2007.
The IPR&D charge recorded in 2006 was related to the development of new games by iFone and the IPR&D charge
recorded in 2007 was related to the development of new games by MIG. We determined the value of acquired
IPR&D from iFone and MIG using a discounted cash flows approach taking into account the percentage of
completion of the development effort and the risks associated with our developing technology given changes in
rrends and technology in our industry.
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In 2007, we recorded a one time gain on sale of assets of $1.0 million related to the sale of ProvisionX software
to a third party in February 2007. Under the terms of the agreement, we will co-own the intellectual property rights
to the ProvisionX software, excluding any alterations or modifications following the sale, by the third party.

Other Income (Expense), net

Interest and other income {expense), net, increased from expense of $872,000 in 2006 to income of $2.0 million
in 2007. This increase was primarily due to an increase of $2.3 million of interest income resulting from the
investment of proceeds from our IPO, and a decrease of mark-to-market expense on our warrants to purchase
preferred stock of $1.0 million offset by an $806,000 write-down of certain auction rate securities in the fourth
quarter of 2007. '

Income Tax Benefit (Provision)

Income tax benefit (provision} increased from a provision of $185,000 in 2006 to a benefit of $265,000 in 2007
as a result of our decision to monetize research and development expenditures in the United Kingdom that would
have otherwise given rise to net operating loss carryforwards offset by an increase in withholding taxes due to higher
revenues in countries with withholding tax requirements.

Comparison of the Years Ended December 31, 2006 and 2005

Revenues
Year Ended
December 31,
2006 2005
(In thousands)
REVEIUES . . . o ot e e e e e e e e e $46,166  $25,651

Qur revenues increased $20.5 million, or 80.0%, from $25.7 million in 2005 to $46.2 million.in 2006, almost
entirely as a result of volume increases. The incrzase resulted from sales of games that we have released in 2006,
including ice Age 2, Diner Dash and Super K.O. Boxing, and sales of games acquired from iFone. Revenues in 2006
from games released in 2006 were $12.6 million. Revenues from iFone games from March 29, 2006, when we
acquired iFone, to December 31, 2006 totaled approximately $8.7 million, primarily in Eurcpe and the United
States. Revenues in 2006 from games released prior to 2006 declined by $767,000 from the revenues derived from
those games in 2005. By utilizing our carrier relationships and our marketing and development resources, we were
able to increase worldwide distribution and handset porting of iFone games and thus to increase significantly the
revenues derived from the licenses that we acquired from iFone. Revenues from our top ten games increased from
$13.5 million in 2003 to $24.6 million in 2006. International revenues, defined as revenues generated from carriers
whose principal operations are located outside the United States, increased $10.0 million from $10.7 million in
2005 to $20.7 million in 2006. A majority of this increase resulted from the acquisition of iFone in 2006.
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Cost of Revenues

Year Ended
December 31,
2006 2005

(In thousands}

Cost of revenues:

ROYalties. ..o e $13,713  § 7,256
Impairment of prepaid royalties and guaraniees ...................... 355 1,645
Amortization of intangible assets . . ... .. ... L ool 1,777 2,823
Impairment of intangible assets . . .. ....... ... . ... ... .. ... ... — 1,103
Total costof revenues .. .. ... ... .. .. e 315,845 $12,827
REVENUES . .. .. e e e $46,166  $25,651
GrosSs MAargin . ... vu ittt it e e e ittt e e e 65.7% 50.0%

Our cost of revenues increased $3.0 million, or 23.5%, from $12.8 million in 2005 to $15.8 millign in 2006.
The increase resulted from an increase in royalties, which was offset by a decrease in impairment of prepaid
royalties and guarantees, a decrease in impairment of intangible assets, and a decrease in amortization of acquired
intangible assets. Royalties increased $6.5 million principally because of higher revenues with associated royalties,
including those acquired from iFone. Revenues attributable to games based upon branded intellectual property
increased as a percentage of revenues from 80.5% in 2005 to 88.4% in 2006. The average royalty rate that we paid
on games based on licensed intellectual property decreased from 35% in 2005 to 34% n 2006. As a result of the
increase in revenues from branded titles, overall royalties as a percentage of total revenues increased from 28% to
30%. Royalties incurred related to games acquired from iFone totaled $2.7 million in 2006. Amortization of
intangible assets decreased by $1.0 million as completion of amortization in 2006 for certain intangible assets
acquired from Macrospace was only partially offset by the commencement of amortization of intangible assets
acquired in 2006 from iFone.

Gross Margin

Our gross margin increased from 50.0% in 2005 to 65.7% in 2006 because of the decreased amortization of
intangible assets and the decreased impairment of prepaid royalties and intangible assets in 2006 partially offsei by
the increase in royalties. Without the effect of amortization and impairment of acquired intangible assets, our gross
margin would have been 65% and 70% in 2005 and 2006, respectively.

Research and Development Expenses

Year Ended
December 31,

2006 2005
(In thousands)

Research and development expenses . ........ ... ... ... ... . ... ... $15993  $14,557
Percemtage of revenues .. ... ... 34.6% 36.8%

Our research and development expenses increased $1.4 million, or 9.9%, from $14.6 million in 2005 to
$16.0 million in 2006. The increase in research and development costs was primarily due to increases in allocated
facilities costs of $1.0 million, salaries and benefits of $267,000 and outside services costs of $117.000.

A restructuring that we effected in the fourth quarter of 2005 resulted in the elimination of 17 research and
development employees, but by December 31, 2006 our research and development staff had increased by
28 employees from a year earlier and salaries and benefits had increased as a result. Research and development
expenses included stock-based compensation expense in 2005 of $158,000 and $207,000 in 2006. As a percentage
of revenues, research and development expenses declined from 56.8% in 2005 to 34.6% in 2006.
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Sales and Marketing Expenses

Year Ended
December 31,
2006 2005

(In thousands)

Sales and marketing €Xpenses . . ... ...t e $11,393 38,515

!

Percentage of FEVENUES . . ... .. vttt e e 247%  33.2%

Our sales and marketing expenses increased $2.9 million, or 33.8%, from $8.5 million in 2005 to $1 1.4 million
in 2006. Most of the increase was attributable to a $1.7 million increase in salaries and benefits, as we maintained
our sales and marketing headcount at 32 in 2005 and increased our sales and marketing headcount from 32 to 41 in
2006. a $909,000 increase in allocated facilities costs and a $190,000 increase in stock-based compensation. We
increased staffing to expand our marketing efforts for our games and the Glu brand, to increase sales efforts to our
new and existing wireless carriers and to expand our sales and marketing operations into the Asia-Pacific and Latin
America regions. Aside from the increase in headcount in our sales and marketing functions, the increase in salaries
and benefits cost was due to an increase in variable compensation of $391,000, primarily an increase in
commissions paid to our sales employees as a result of higher revenue attainment, and $316,000 in compensation
for transitional employees from iFone who were terminated throughout the second and third quarters of 2006. As a
percentage of revenues, sales and marketing expenses declined from 33.2% in 2005 to 24.7% in 2006 as our sales
and marketing activities generated more revenues across a greater number of carriers and mobile handsets. Sales
and marketing expenses included $132,000 of stock-based compensation expense in 2005 and $322,000 in 2006.

General and Administrative Expenses

Year Ended
December 31,

2006 2005
(In thousands)

General and administralive eXpemses . . ... oo vt i it v i e $12,072 $8.434

Percentage Of TEVEMUES . . . .. .. ...t it it iin ettt iaes 26.1%  32.9%

Our general and administrative expenses increased $3.6 million, or 43.1%, from $8.4 million in 2005 to
$12.1 million in 2006. The increase in general and administrative expenses was primarily the result of a $2.0 million
increase in salaries and benefits and a $1.9 million increase in consulting and professional fees partially offset by a
reduction in allocated facilities costs of $298,000. We increased our general and administrative headcount from 13
to 37 in 2005 and from 37 to 43 in 2006. Aside from the increase in headcount in our general and adminisirative
functions, the increase in salaries and benefits costs was due to $234,000 in compensation for transitional
employees from iFone, most of whom were terminated during the second and third quarters of 2006. As a
percentage of revenues, general and administrative expenses declined from 32.9% in 2005 to 26.1% in 2006 as a
result of the overall growth of our revenues, which resulted in economies of scale in our general and administrative
expenses. General and administrative expenses included stock-based compensation expense of $1.0 million in 2005
and $1.2 million in 2006.

Other Operating Expenses

Qur amortization of intangible assets, such as non-competition agreements. acquired from Macrospace and
iFone was $616,000 in both 2005 and 2006.

We had no restructuring charge in 2006; our 2005 restructuring charge was $450,000. In December 2005, we
undertook restructuring activities in order to reduce operating expenses. We eliminated 27 positions, of which 17
were in research and development, four were in sales and marketing and six were in general and administrative. Of
the total restructuring charge recorded, $225,000 was recorded in the United States and $225.000 was recorded in
Europe. These restructuring costs were paid in full by March 31, 2006.

Our acquired in-process research and development increased from $0 in 2005 to $1.5 million in 2006. The
IPR&D charge recorded in 2006 was related to the development of new games. We determined the value of acquired
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1PR&D using a discounted cash flows approach. We calculated the present value of expected future cash flows
attributable to the in-process technology using a 21% discount rate. This rate took into account the percentage of
completion of the development effort of approximately 20% and the risks associated with our developing
technology given changes in trends and technology in our industry, As of December 31, 2006, all acquired
IPR&D projects had been completed at a cost similar to the original projections.

Other Income (Expense), net

Interest and other income (expense), net, decreased from income of $541,000 in 2005 o expense of $872,000
in 2006. This decrease was primarily due to a $1.0 miilion expense resulting from an increase in the estimated fair
vatue of warrants issued to Pinnacle Ventures in conjunction with our loan from them in May 2006 and $1.0 million
of interest expense on that loan in 2006. The warranis are subject to revaluation at each balance sheet date and any
changes in estimated fair value will be recorded as a component of other income (expense). The increase in the
estimated fair value of the warrant was due to an increase in the estimated fair value of the underlying preferred
stock in 2006, These expenses were partially offset by increased foreign currency transaction gains of $584,000 and
by increased interest income of $82,000 in 2006.

Income Tax Benefit (Provision)

Income tax benefit (provision) decreased from a benefit of $1.6 million in 2005 to a provision of $185,000 in
2006 as a result of changes in the valuation allowance.
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Quarterly Results of Operations

The following table sets forth unaudited quarterly consolidated statements of operations data for 2007 and
2006. We derived this information from unaudited consolidated financial statements, which we prepared on the
same basis as our audited consolidated financial statements contained in this prospectus. In our opinion, these
unaudited statements include all adjustments, consisting only of normal recurring adjustments, that we consider
necessary for a fair statement of that information when read in conjunction with the consolidated financial
statements and related notes included elsewhere in this Annual Report on Form 10-K. The operating results for any
quarter should not be considered indicative of results for any future period.

For the Three Months Ended

2007 2006
March 31 June 30 September 30 December 31{1) March 31 June 30  September 30 December 31
(In thousands)
Revenues. .. ............ $15,698 $16,377 516,651 $18,141 $ 8,073 $11,443 $12347 $14,303
Cost of revenues:
Royalties . . ........... 4,292 4,388 4,587 5114 2,538 3,465 3,653 4,057
Impairment of prepaid
royaltics and
BUATANICES . . .. . ... .. — — — —_ 60 198 60 37
Amortization of intangible
ASSELS . v v v e 552 553 483 613 118 553 553 553
Total cost of revenues .. 4,844 4,941 5,070 5,727 2,716 4,216 4,266 4,647
Gross p-roﬁl ............. 10,854 11,436 11,581 12,414 5,357 71,227 8,081 9,656
Operating expenses:
Rescarch and .
development . . ....... 4713 5,577 5,863 6.272 3,189 3,884 4,273 4,647
Sales and marketing .. ... 3,075 3,131 3,326 3,692 2,202 3,126 2,989 3.076
General and
administrative . . ... ... 4,009 4,263 4,149 4,477 1,852 2,655 3177 4,388
Amortization of intangible
USSELS . v v v e et e 67 67 67 74 154 154 168 140
Acquired in-process
research and
development . . .. ... .. — — -— 59 1,500 -— — —
Gain on sale of assets . ...  (1,040) — — — — — — —
Total operating
EXPENSCS . v v v v v 10,824 13,038 13,405 14,574 8,897 9,819 10,607 12,251
Loss from operations . .. ... 30 (1,602) (1,824 (2,160) (3.5400 (2,592) (2,526) (2,595)
Interest and other income .
(expense), net . . ... ... (522 1017 1,299 [71 152 50 (1,106) 32
Loss before income taxes . .. (492) (585) (525) (1,989) (3,388) (2,542) (3,632) (2,563)
Income tax benefit
(provision) ... ....... (272) (313) (228) 1,078 (106) (139) {192) 252
Netloss................ $ (764) % (898) 3 (753) $ (911)  $(3,494) $(2,681) $(3,824) §(2,311)

(1) We acquired iFone on March 29, 2006 and MIG on December 19, 2007, and our results of operations include
the results of eperations of iFone and MIG after those dates.
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The following table sets forth our historical results, for the periods indicated, as a percentage of our revenues.
For the Three Months Ended

2007 2006
March 31 June 30 September 30 December 31 March 31 June 30 September 3¢ December 31
Revenues .................. 100.0% 100.0% 100.0% 100.0%  100.0% 100.0% 100.0% 100.0%
Cost of revenues:
Royalties. .. .............. 27.3 26.8 27.5 28.2 il4 303 29.6 284
Impairment of prepaid royalties
and guarantees ... ... ... .. — — — — 0.7 1.7 0.5 0.3
Amortization of intangible '
BSSEIS. ... u i 3.5 34 28 34 1.5 48 45 39
Total cost of revenues - . .. .. 30.9 30.2 304 316 33.6 36.8 34.6 32.5
Grossprofit. .. ..... ... ...... 69.1 69.8 69.6 68.4 66.4 63.2 65.4 67.5
Operaling expenses:
Research and development. . . . . 30.0 34.1 35.2 34.6 395 339 4.6 325
Sales and marketing .. ....... 19.6 19.1 20.0 204 273 213 242 21.5
General and administrative . . . . 25.5 26.0 249 24.7 229 23.2 25.7 30.7
Amortization of intangible
BASSELS. . ... e 0.4 0.4 04 0.4 1.9 i3 1.4 1.0
Acquired in-process rescarch and
development. ... ......... — - — 0.3 18.6 — — —
Gainon sale of assets . . ... ... {6.6) — — — — — — —
Total operating expenses . . . . 69.0 79.6 80.5 803 110.2 85.8 85.9 85.7
Loss from operations . ......... 0.2 (9.8) (1.0 {11.9) 43.8) (22.7 (20.5} (18.1)
Interest and other
income/(expense), net .. .. .. (3.3) 6.2 7.8 0.9 1.9 04 9.0y Q0.2
Loss before income taxes ., ... .. 3.1y  (3.6) (3.2) (11.0) (42.0) (22.2) (29.4) (17.9)
Income tax benefit (provision) . . (1.7) (1.9) {1.4) 5.9 (1.3) (1.2) (1.6) 1.8
Netloss ................... {(49% 5.5Y% (4.5% (5.00% (43.3)% (23.4% (31.00% (16.2)%

Our revenues generally increased in conjunction with the introduction of new games, the expansion of our
wireless carrier distribution channel and the porting of our games to additional mobile handsets. Revenues in the
second, third and fourth quarters of 2006 were favorably impacted by revenues generated from increased porting
and distribution of games acquired from iFone in late March 2006.

Many new mobile handset models are released in the fourth calendar quarter to coincide with the holiday
shopping season. Because many end users download our games soon after they purchase new handsets, we may
experience seasonal sales increases based on this key holiday selling period. However, due to the time between
handset purchases and game purchases, most of this holiday impact occurs for us in our first quarter. For a variety of
reasons, we may experience seasonal sales decreases during the summer, particularly in Europe, which is
predominantly reflected in our third quarter. In addition to these possible seasonal patterns, we seek to release
many of our games in conjunction with specific events, such as the release of a movie or console game, Initial spikes
in revenues as a result of successful new releases may create further aberrations in our revenue patterns.

Our cost of revenues increased over the above periods as aresult of increased royalty payments to licensors and
dz=velopers caused by increased revenues. However, our cost of revenues did not increase consistently in all quarters
of 2006 because of periodic impairment charges and, in the first quarter of 2006, a significant reduction in
amortization of intangible assets because a substantial part of the intangible assets acquired from Macrospace
‘became fully amortized in December 2005. Amortization of intangible assets increased in the second quarter of
2006 following the acquisition of iFone and in the fourth quarter of 2007 following the acquisition of MIG.

Our quarterly research and development, sales and marketing and general administrative expenses generally
increased sequentially in all quarters as we continued to add headcount and related costs to accommodate the
growing business on a quarterly basis.
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Our acquired in-process research and development expense in the first quarter of 2006 related to in-process
projects assumed in the 2006 acquisition of iFone for which feasibility had not been established and no future
alternative uses existed. Our acquired in-process research and development expense in the fourth quarter of 2007
related to certain in-process projects assumed in the 2007 acquisition of MIG.

Our gain on sale of assets in the first quarter of 2007 related to the net proceeds from the sale of our ProvisionX
software to a third party.

We adopted FSP 150-5 in July 2005 and thus, we recorded the change in estimated fair value of our outstanding
warrants to purchase preferred stock as part of interest and other income (expense), net during all quarters of 2006
and the first quarter of 2007 until the warrants automatically converted into warrants to purchase common stock
upon the completion of our IPO and therefore, the warrants were no longer subject to remeasurement. Additionally,
we entered into a loan agreement in May 2006 recording the amortization of interest expense and debt issuance
costs in all subsequent quarters until the loan was repaid in the first quarter of 2007. In March 2007, we raised
$74.8 million of net proceeds from our IPO resulting in increased quarterly interest income due to higher cash and
short-term investment balances. In the fourth quarter of 2007, we recorded a write-down of $806,000 related to
auction-rate securities that we determined had an other-than-temporary decline in fair value.

During the fourth quarter of 2007. we recognized a tax benefit of approximately $1.5 million relating to
monetized research and development expenditures in the United Kingdom that would otherwise give rise to net
operating loss carryforwards. During the fourth quarter of 2006, we recognized a tax benefit of approximately
$300,000 relating to an adjustment to the Macrospace acquired balance sheet, which increased the amount of
deferred tax liabilities recorded in connection with this acquisition. This benefit should have been recorded in the
first quarter of 2006. There was no impact of this out-of-period adjustment on our 2006 results of operations.
Management has determined that this correction was immaterial to all periods impacted.

During the fourth quarter of 2007, we recorded adjustments related to cost of revenues and operating expenses.
The corrections resulted in a net $191,000 reduction to loss before income taxes related to prior quarters. These
adjustments would have decreased the reported net loss per share for the three months ended September 30, 2007
($0.03 per share) by $0.01 per share (to $0.02 per share). We and the audit committee of our board of directors
believe that such amounts are not material to previously reported financial statements. These adjustments had an
immaterial impact on the reported net loss for the years end December 31, 2007, 2006 and 2005.

Liquidity and Capital Resources

Year Ended December 31,
2007 2006 2005
(In thousands)

Consolidated Statement of Cash Flows Data:

Capital expenditures ... ... vvtienr i $2343 0§ 2,047 % 3,006
Cash flows used in operating activities. . .. ................. 951) (11,018 (10,339
Cash flows (used in) provided by investing activities .......... (8,227) 1,007 (16,706}
Cash flows provided by financing activities . . .......... e 62,923 11,252 26,692

Since our inception, we have incurred recurring losses and negative annual cash flows from operating
activities, and we had an accumulated deficit of $52.4 mitlion as of December 31, 2007. Qur primary sources of
liquidity since our inception through our IPO in March 2007 have historically been private placements of shares of
our preferred stock with aggregate proceeds of $57.4 million and borrowings under our credit facilities with
aggregate proceeds of $12.0 million.

In March 2007, we completed our IPO of common stock in which we sold and issued 7,300,000 shares at an
issue price of $11.50 per share. We raised a total of $83.9 million in gross proceeds from our IPO, or approximately
$74.8 miilion in net proceeds after deducting underwriting discounts and commissions of $5.9 million and other
offering costs of $3.3 million.
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Operating Activities

In 2007, we used $1.0 million of net cash in operating activities as compared to $11.0 million in 2006, This
decrease was primarily due to a reduction in our net loss by $9.0 million and increases in accounts payable and
stock-based compensation of $3.5 million and $2.1 million, respectively. Cash used for prepaid and accrued
royalties increased from 2006 to 2007 by $1.8 million and $1.9 million, respectively. We expect 1o continue to use
cash in our operating activities during at least the first half of 2008 because of anticipated net losses and expected
growth in our accounts receivable balance due to the expected growth in our revenues. Additionally, we may decide
to enter into new licensing arrangements for existing or new licensed intetlectual properties that may require us to
make royalty payments at the outset of the agreement. If we do sign these agreements, this could significantly
increase our future use of cash in operating activities.

In 2006, we used $11.0 million of net cash in operating activities as compared to $10.3 million in 2005. This
increase was primarily due to increased payments of our current liabilities. Cash used for accounts payable, accrued
liabilities, accrued royalties and accrued restructuring charge increased from 2003 to 2006 by $3.4 million,
$1.5 million, $963.000 and $1.7 million, respectively. This increase was due primarily to the payment of liabilities
assurned as a part of the iFone acquisition and more timely payment of our third-party royalties in 2006. This
increase was offset in part by a decline in our net loss of $5.6 million from 2005 to 2006, a charge for acquired in-
process research and development of $1.5 million in 2006 and a decline in our deferred income tax of $1.5 million
from 2005 to 2006, We expect to continue to use cash in our operating activities during at least the first half of 2008
because of anticipated net losses and expected growth in our accounts receivable balance due to the expecied growth
in our revenues. Additionally, we may decide to enter into new licensing arrangements for existing or new licensed
intellectual properties that may require us to make royalty payments at the outset of the agreement. If we do sign
these agreements, this could significantly increase our future use of cash in operating activities.

Investing Activities

Our primary investing activities have consisted of purchases and sales of short-term investments, purchases of
property and equipment and, in 2007 and 2006, the acquisitions of MIG and iFone, respectively. We expect to use
more cash in investing activities in 2008 including $36.6 million (based on the March 7, 2008 closing exchange rate
between British pound sterling and United States dollar of $1.9969) for the acquisition of Superscape as well as
amounts for property and equipment related to the moving of our company headquarters in March 2008. We expect
io fund these investments with our existing cash, cash equivalents and short-term investments.

In 2007, we used $8.2 million of cash in investing activities. This net use of cash resulted from the acquisition
of MIG, net of cash acquired, of $12.9 million, the purchase of property and equipment of $2.3 million oftset by the
net sales of short-term investments of $6.0 million and proceeds from the sale of ProvisionX software of
$1.0 million,

In 2006, we generated $1.0 miilion as net cash from investing activities. This net cash resulted from net sales of
short-term investments of $10.5 million, partially offset by the acquisition of iFone for cash and stock, net of cash
acquired, of $7.4 million and purchases of property and equipment of $2.0 million.

In 2005, we used $16.7 million of net cash in investing activities, $13.7 million of which represented net
purchases of short-term investments and the remaining $3.0 million of which represented purchases of property and
equipment, such as our enterprise resource planning, or ERP, system and our revenue data warehouse.

Financing Activities
Prior to our [PO in March 2007, substantially all of our financing came from sales of preferred stock or loans.

In 2007, we generated $62.9 million of net cash from financing activities, substantially all of which came from
the net proceeds of our IPO of $74.8 million offset by the repayment of a loan from Pinnacle Ventures of
$12.1 million.

In 2006, we generated $11.3 million of net cash from financing activities, substantially all of which came from
the proceeds of a loan from Pinnacle Ventures.
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In 2005, we generated $26.7 million of net cash from financing activities, substantially all of which came from
the issuance and sale of our preferred stock. We used $1.1 million to repay debt issued in connection with the
Macrospace acquisition.

Sufficiency of Current Cash, Cash Equivalents and Short-Term Investments

Our cash, cash equivalents and short-term investments were $59.8 miliion-as of December 31, 2007. We
believe that our cash, cash equivalents and short-term investments and any cash flow from operations will be
suffictent to meet our anticipated cash needs, including for working capital purposes, capital expenditures and
various contractual obligations, for at least the next 12 months. We may, however, require additional cash resources
due to changed business conditions or other future developments, including any investments or acquisitions we may
decide to pursue. If these sources are insufficient to satisfy our cash requirements, we may seek to sell debt
securities or additional equity securities or to obtain a credit facility. The sale of convertible debt securities or
additional equity securities could result in additional dilution to our stockholders. The incurrence of indebtedness
would result in debt service obligations and could result in operating and financial covenants that would restrict our
operations. In addition, there can be no assurance that any additional financing will be available on acceptable
terms, if at all.

We anticipate that, from time to time, we may evaluate acquisitions of complementary businesses, technol-
ogies or assets. We are currently are in the process of acquiring all outstanding shares of Superscape. Upon
completion of the tender offer for all outstanding shares, we will be required to pay approximately $36.6 million
(based on the March 7, 2008 closing exchange rate between British pound sterting and United States dollar of
$1.9969) in cash to its shareholders.

Contractual Obligations

‘The folliowing table is a summary of our contractual obligations as of December 31, 2007:
Payments Due by Period

Less than
Total 1 Year 1-3 Years 3-5 Years Thereafter
(In thousands)
Operating lease obligations .. ................. $ 9570 $2,637 $6,238 3695 —
Guaranteed royalties(l) . ......... ... ... ..... 11,507 7,655 3427 425 _
FIN 48 obligations, including interest and
pepalties(2) . ... .. e 3,918 — — — 3918

(1) We have entered into license and development arrangements with various owners of brands and other
intellectual property so that we can create and publish games for mobile handsets based on that intellectual
property. Pursuant to some of these agreements, we are required to pay guaranteed royalties over the term of the
contracts regardiess of actual game sales. Certain of these minimum payments totaling $7.9 million have been
recorded as liabilities in our consolidated balance sheet because payment is not contingent upon performance
by the licensor.

(2) As of December 31, 2007, unrecognized tax benefits and potential interest and penalties are classified within
“Other long-term liabilities” on our consolidated balance sheets. As of December 31, 2007, the settlement of
our income tax liabilities cannot be determined, however, the liabilities are not expected to become due within
the next twelve months.

Off-Balance Sheet Arrangements

At December 31, 2007 and 2006, we did not have any relationships with unconsolidated entities or financial
partners, such as entities often referred to as structured finance or special purpose entities, which would have been
established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited
purposes. In addition, we do not have any undisclosed borrowings or debt, and we have not entered into any
synthetic leases. We are, therefore, not materially exposed to any financing, liquidity, market or credit risk that
could arise if we had engaged in such relationships.
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Recent Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (“FASB™) issued SFAS No. 157, Fair Value
Measurements (“SFAS 1577), which defines fair value, establishes a framework for measuring fair value in
generally accepted accounting principles, and expands disclosures about fair value measurements. SFAS 157 does
not require any new fair value measurements, but provides guidance on how to measure fair value by providing a
fair value hierarchy used to classify the source of the information. SFAS 157 is effective for fiscal years beginning
after November 15, 2007. However, on February 12, 2008, the FASB issued FSP FAS 157-2 which delays the
effective date of SFAS 157 for all non-financial assets and non-financial liabilities, except those that are recognized
or disclosed at fair value in the financial statements on a recurring basis (at least annually). This FSP partially defers
the effective date of Statement 157 to fiscal years beginning after November 15, 2008, and interim periods within
those fiscal years for items within the scope of this FSP. Effective for 2008, we will adopt SFAS 157 except as it
applies to those non-financial assets and non-financial liabilities as noted in FSP FAS 157-2. The partial adoption of
SFAS 157 is not expected to have a material impact on our consolidated financial position, results of operations or
cash flows.

[n February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities — Including an amendment of FASB Statement No. 11
{“SFAS 159”). SFAS 159 expands the use of fair value accounting but does not affect existing standards which
require assets or liabilities to be carried at fair value. The objective of SFAS 159 is to improve financial reporting by
providing companies with the opportunity to mitigate volatility in reported earnings caused by measuring related
assets and liabilities differently without having to apply complex hedge accounting provisions. Under SFAS 159, a
company may elect to use fair value to measure eligible items at specified election dates and report unrealized gains
and losses on items for which the fair value option has been elected in earnings at each subsequent reporting date.
Eligible items inciude but are not limited to, accounts and loans receivable, avaitable-for-sale and held-to-maturity
scurities, equity method investments, accounts payable, guarantees, issued debt and firm commitments. If elected,
SFAS 139 is effective beginning January 1, 2008. We are currently evaluating whether we will elect to adopt
SFAS 159 and if elected to adopt, the impact of the adoption of the provisions of SFAS 159 on our financial position,
results of operations and cash flows.

In December 2007, the FASB issued SFAS No. 141 (revised 2007}, Business Combinations (“SFAS 141R”).
SFAS 141R establishes principles and requirements for how an acquirer recognizes and measures in its financial
statements the identifiable assets acquired, the liabilities assumed, any non-controlling interest in the acquiree and
thz goodwill acquired. SFAS 141R also establishes disclosure requirements to enable the evaluation of the nature
and financial effects of the business combination. SFAS 141R is effective as of the beginning of an entity’s fiscal
year that begins-after December 15, 2008, and will be adopted by us in the first quarter of fiscal 2009. We are
currently evaluating the impact, if any, of the adoption of the provisions of SFAS 141R on our financial position,
results of operations and cash flows.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk
Interest Rate and Credit Risk

We have exposure to interest rate risk that relates primarily to our investment portfolio. All of our current
invastments are classified as cash equivalents or short-term investments. We do not currently use or plan to use
derivative financial instruments in our investment portfolio. The risk associated with fluctuating interest rates is
limited to our investment portfolio, and we do not believe that a 10% change in interest rales would have a
significant impact on our interest income, operating results or liquidity.

As of December 31, 2007, we had $2.8 million of principal invested in auction-rate securities, all of which
werz rated AAA at the time of purchase. Auction-raie securities are long-term variable rate bonds tied to short-term
interest rates. After the initial issuance of the securities, the interest rate on the securities is reset periodically, at
intervals established at the time of issuance (e.g., every seven, 28, or 35 days; every six months; etc.), based on
market demand for a reset period. The “stated” or “contractual” maturities for these securities, however, generally
are 20 to 30 years. Auction-rate securities are bought and sold in the marketplace through a competitive bidding
process often referred to as a “Dutch auction™ If there is insufficient interest in the securities at the time of an
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auction, the auction may not be completed and the rates may be reset to predetermined “penalty” or “maximum™
rates. The monthly auctions historically have provided a liquid market for these securities. Following a failed
auction, we would not be able to access our funds that are invested in the corresponding auction-rate securities until
a future auction of these investments is successful or new buyers express interest in purchasing these securities in
between reset dates.

Given the current negative liquidity conditions in the global credit and capital markets, the auction-rate
securities held by us at December 31, 2007 have experienced multiple failed auctions as the amount of securities
submitted for sale has exceeded the amount of purchase orders. The underlying assets of our auction-rate securities
are corporate bonds. If the underlying issuers are unable to successfully clear future auctions or if their credit rating
deteriorates and the deterioration is deemed to be other-than-temporary, we would be required to adjust the carrying
value of the auction-rate securities through an impairment charge to earnings. Any of these events could materially
affect our results of operations and our financial condition. For example, in the fourth quarter of 2007, we have
recorded a pre-tax impairment charge of $806,000 reflecting the decrease in estimated value of our auction-rate
securities as of December 31, 2007 that were determined to be other-than-temporary as a result of two failed
auctions.

As of December 31, 2006, the contractual maturities of investments held were greater than five years.
However, we had the ability and intent, if necessary, to liquidate any of these investments as needed in order to meet
our needs within our normal operating cycles. Accordingly, all investments were classifted as current assets on the
consolidated balance sheets. As of December 31, 2007 and 2006, all auction rate securities were included in short-
term investments. As of December 31, 2007, the contractual maturities of our remaining two auction rate securities
were 2017. Although we may not have the ability to liquidate these investments within one year of the balance sheet
date, we may need to sell the securities within the next year to fund operations. Accordingly, the investments were
classified as current assets on the consolidated balance sheets,

The credit and capital markets have continued to deteriorate in 2008. If uncertainties in these markets continue,
these markets deteriorate further or we experience any additional ratings downgrades on any investments in its
portfolio (including on auction-rate securities), we may incur additional impairments to our investment portfolio,
which could negatively affect our financial condition, cash flow and reported earnings.

As of December 31, 2007 and 2006, our cash and cash equivalents were maintained by financial institutions in
the United States, the United Kingdom, Brazil, Chile, China, France, Germany, Hong Kong, Italy and Spain and our
current deposits are likely in excess of insured limits. We believe that the financial institutions that hold our
investments are financially sound and, accordingly, minimal credit risk exists with respect to these investments.

Our accounts receivable primarily relate to revenues earned from domestic and international wireless carriers.
We perform ongoing credit evaluations of our carriers’ financial condition but generally require no collateral from
them. As of December 31, 2007, Verizon Wireless accounted for 23.5% of our total accounts receivable and no other
carrier represented more than 10% of our total accounts receivable. As of December 31, 2006, Verizon Wireless,
Sprint Nextel and Vodafone accounted for 20.8%, 10.5% and 9.5% of our total accounts receivable, respectively.

Foreign Currency Risk

The functional currencies of our United States and United Kingdom operations are the United States Dollar, or
USD, and the pound sterling, respectively. A significant portion of our business is conducted in currencies other
than the USD or the pound sterling. Our revenues are usually denominated in the functional currency of the carrier.
Operating expenses are usually in the local currency of the operating unit, which mitigates a portion of the exposure
related to currency fluctuations. Intercompany lransactions between our domestic and foreign operations are
denominated in either the USD or the pound sterling. At month-end, foreign currency-denominated accounts
receivable and intercompany balances are marked to market and unrealized gains and losses are included in other
income (expense), net.
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Qur foreign currency exchange gains and losses have been generated primarily from fluctuations in the pound
sterling versus the USD and in the Euro versus the pound sterling. [t is uncertain whether these currency trends will
continue. In the future, we may experience foreign currency exchange losses on our accounts receivable and

intercompany receivables and payables. Foreign currency exchange losses could have a material adverse effect on
our business, operating results and financial condition.

There is also additional risk if the currency is not freely or actively traded. Some currencies, such as the
Chinese Renminbi, in which our Chinese operations principally transact business, are subject to limitations on
conversion into other currencies, which can limit out ability to react to foreign currency devaluations.

Inflation

We do not believe that inflation has had a material effect on our business, financial condition or results of
operations. If our costs were to become subject to significant inflationary pressures, we might not be able to offset

these higher costs fully through price increases. Our inability or failure to do so could harm our business, operating
results and financial condition.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
Glu Mobile Inc.:

In our opinion, the consolidated balance sheets and the related consolidated statements of operations, of
redeemable convertible preferred stock and stockholder’s equity/{deficit) and of cash flows present fairly, in all
matzrial respects, the financial position of Glu Mobile Inc. and its subsidiaries at December 31, 2007 and 2006, and
the results of their operations and their cash flows for each of the three years in the period ended December 31, 2007
in conformity with accounting principles generally accepted in the United States of America. These financial
statements are the responsibility of the Company’s management. Qur responsibility is to express an opinion on these
financial statements based on our audits. We conducted our audits of these statements in accordance with the
standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reascnable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

As discussed in Note 3 to the consolidated financial statements, the Company adopted FASB Staff Position
150-5 (“FSP 150-5") Issuer's Accounting under FASB Statement No. 150 for Freestanding Warrants and Other
Similar Instruments on Shares That Are Redeemable, during the year ended December 31, 2003. As discussed in
Note: 13 to the consolidated financial statements, effective January 1, 2006, the Company adopted SFAS No. 123(R),
Share Based Payment. As discussed in Note 14 to the consolidated financial statements, effective January 1, 2007,
the Company adopted FIN 48, Accounting for Uncertainty in Income Taxes.

fsi  PricewaterhouseCoopers LLP

San Jose, California
March 31, 2008
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GLU MOBILE INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:

Cash and cash equivalents . . ... .. o e
ShOTt-1erm iMVESEITIEILS & . o 4 o v v v v v v n v r e e s s o m e e e e e ae e et e m i
Accounts receivable, net of allowance of $368 and $466 a1 December 31, 2007 and 2006, ’

TESPECIVEIY L L L e
Prepaid royalties. . . . . ... e
Prepaid expenses and other ... ... ... L

Total CUITENL @SSELS . . . . ot i it e e e e e e
Property and €qUIDMENL, REL . . ..o oottt et e e e e e e e e
Prepaid royaltics . ... o e
Oher TONZ-LEM 5SCLS + . o . v vt vttt e et s et e e e
Intangible assets, MEL . . . ... .t i e e
Goodwill ... e e e e e

Total ASSEIS . . .t e e e e e e e e e e e

LIABILITIES, REDEEMABLE CONVERTIBLE PREFERRED
STOCK AND STOCKHOLDERS' EQUITY/(DEFICIT)
Current liabilities:
AcCOUNtS PAYADIC . . . oo e e
Accrued Habililies . . . . e
Accrued COMPENSALON . ... o ot e e i e
Accrued royaltics . . .. e e e
Deferred revenUES. . . . . . .. . e e
Accrued restructuring charge .. . .. ... ... Lo e e
Current portion of long-termdebt. . ... ... .. o e

Total current Habilitics. . . . . . .o e et e
Other long-term liabilities. . ... ... ... . s
Long-term debt, less current portion. . . .. ..ot e
Preferred stock warrant liability . . .. ... L L

Tolal Habilities & . o vt e e e e e e

Commitments and contingencies (Note 8)

Mandatorily Redeemable Convertible Prefcrred Stock (Series A — D-1), $0.0001 par value: 0 and
12,547 shares authorized at December 31, 2007 and 2006: 0 and 12,258 shares issued and
outstanding at December 31, 2007 and 2006, (aggregate liquidation value at December 31, 2006:
BT ) L e

Special Junior Redeemable Preferred Stock, $0.0001 par value: 0 and 4,485 shares authorized at
December 31, 2007 and 2006; 0 and 3,423 shares issued and outstanding at December 31, 2007
and 2006 (liquidation value at December 31, 2006: $9,782). .. .. ... ... ... ..o L

Stockholders’ equity/(deficit);

Preferred stock. 30.001 par value; 5,000 and 0 shares authorized at December 31, 2007 and
2006; no shares issued and outstanding at December 31, 2007 and 2006

Common stock, $0.0001 par value: 250,000 and 33.333 shares authorized at December 31, 2007
and 2006; 29,023 and 5,457 shares issued and outstanding at December 31, 2007 and 2006. . .

Additional paid-in capital .. ... .. ... e

Deferred stock-based compensation . ... ... . e

Accumulated other comprehensive income/(loss) . ... o e

Accumulated deficit . . . . . ... . e e e

Total stockholders’ equity/(deficit) .. ... .. oo
Total liabilities, redeemablc convertible preferred stock and stockholders’ equity/(deficit) . .

As of December 31,

2007

2006

(In thousands, except
per share data}

$ 57816 $ 3823
1,994 8,750
18369 14,448
10,643 3,501
2,589 853
91,411 31,375
3.817 3,480
2,825 1,417
1,593 1,826
14,597 4,974
47262 38727

$161.505  $ 81,799

$ 6427 $ 5394

217 1,048
2322 2013
12,759 7030

640 178

—_ 36

— 4339
22365 20038
9,679 1,343

— 7,245

— 1,995
32,044 30,621

— 57265

— 19098

— 76363

3 1
179924  19.894

(113) (388)

2,080 1,285
(52,433} (45.977)
129461 (25,185)
SI161.505  $ 81.799

The accompanying notes are an integral part of these consolidated financial statements.
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GLU MOBILE INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,

2007 2006 2005
(In thousands, éxcept per share data)
T $66,867 $46,166  $ 25651
Caost of revenues: '
ROYaIIES . . L e e 13,381 13,713 7,256
Impairment of prepaid royalties and guarantees . ........ ... ... .. .. ... ... .. — 355 1,645
Amortization of intangible assets . ... ... . . ..o e 2,201 1,777 2,823
Impairment of intangible @SSets . . ... ... . . e — L — 1,103
Total cost of revEnUEs . ... oo it e 20,582 15,845 12,827
Gross Profit. . .o e 46,285 30,321 12,824
Operating expenses: '
Research and development. . . ... ... .. ... .. . . i 22,425 15,993 14,557
Sales and marketing .. ...... ... ... ..., e 13,224 11,393 8,515
General and admnistrative. & . oottt e e e 16,898 12,072 8,434
Amortization of intangible assets ... ........ ..ot 275 616 616
Restructuring charge . . ... ... ... . e — — 450
Acquired in-process research and development. . . ....... ... ... ... 59 " 1,500 —
Gainon sale of a888tS . . . .. . i i e {1,040) . — —
Total operating expenses .. ............. [P 51,841 41574 32,572
L0358 frOM OPEIatiONS . . ..ot v ittt e e e e (5,556) (11,253)  (19,748)
Interest and other income/{expense), net: 1
INEEIESL IMCOMIE. . oo vt vttt e et e e et et e e et e e e e e 2,953 682 600
INIETESE EXPEISE L v v vt e e i e e e e e e e e (880 (1,063) {h
Other income/(BXPEnse), MEL. . . .. ..ttt e e {108) (491) 18
Interest and other income/{expense), net. . ... ... i e e 1,965 (872) 541
Loss before income taxes and cumulative effect of change in accounting principle. . . . . 3,59y (12,125  (19,207)
Income tax benefi/(provision) . .. ... .. . e e 265 {185) 1,621
Loss before cumulative effect of change in accounting prineiple ... ... ... .. ... (3,326) (12310 (17,586
Cumulative effect of change in accounting principle. .. ....................... — — (315)
N 0SS L e e (3,326)  (12,310y  (17,901)
Accretion to preferred Stock . . . . ... e (17 (75) (63)
Deemed dividend . . .. ... . e (3,130 — —
Net {oss attributable to common stockholders . ... ... ... $(6,473) $(12,385) $(17.964)
Net loss per share attributable to common stockholders — basic and diluted:
Loss before cumulative effect of change in accounting principle. . ........... ... $ @14) $ (248 $ (4371
Cumulative effect of change in accounting principle . . .. ... ... ... .. ......... — — (.07
Accretion to preferred stock. . . ... L. — {0.02) (0.02)
Deemed dividend . . ... ... ... e (0.14) — —
Net loss per share anributable to common stockholders — basic and diluted. . . . . . $ 028) § (2350 § (4.46)
Weighted average common shares outstanding. . .. ................ ... ... .... 23,281 4,954 4,024

The accompanying notes are an integral part of these consolidated financial statements,
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GLU MOBILE INC.

CONSOLIDATED STATEMENTS OF REDEEMABLE CONVERTIBLE PREFERRED STOCK AND
STOCKHOLDERS’ EQUITY/(DEFICIT)

Redeemable lated
Convertible Additional  Deferred Other Total
Preferred Stock | Common Stock  “poig - Seuck-hased Comprehensive Accumulated  Stockholders”  Comprehensive
Skares Amount | Shares Amount Capital Compensation  Income {Loss) Defleit Equity/(Deficit) Loss
(In thousands, except per share data)
Balances at December 31, 2004 . . .. . .. 9,153 §31.495| 4,704 1 17,177 (2,366) ) (16,238) (1.418)
Netloss .. ... ... oo —_ — — —_ — — —_ (17.501) (17.991) (17901

Issuance of Series D Preferred Stock for cash
at $9.03 per share, net of issuance costs of
. 2234 20031 —_ — — — — — — —

Issuznce of Series D-1 Preferred Srock for
cash at $9.03 per share, net of issuance

costsof $79. . . . ... .. oL 831 7,421 — _ _ _ — —_ -
Issuance of common stock upon exercise of

stock options . . . ... ... .. — — 294 — 68 — — _— a8 —
Issuance of common stock . .. . .. . L L — — 83 - 249 - — —_ 249 —_

Deferred stock-based compensation from
options gransed ar below deemed fair

value .. ..o — — —_ — 1,129 (1,129) — — — —
Amortization of employee deterred stock-

based compensation . . . .. ... .. ... — —_ — — — 1,487 — —_ 1,487 —
Adjustment 10 deferred stock-based .

compensation for terminated employees . . — —_ — — (351} 351 — — - —
Cancellation of unvested stock option issued

woeonsultamts . .. ... L.l — - - = 21 — — — (21) —
Vesting of early exercised options . . . ., .. — — — — 51 — — — 51 —
Accretion to preferred stock redemption

L 11 S — 63 — _ (63) - — — (63) —_
Capital contribution. . . . .. .. .. ..., — (1,820 _ - 1,348 — — 472 1.820 —
Reclassification of preferred stock warrants to

liability upon adoptien of FSP 150-5 . . . | — — — — {144) -— — — (144} -
Foreign currency lranstation adjustment . . — — -— — — (1,332) — (1,332 (1,332)
Comprehensive loss . . . . ... ... . ... —_ — — — - — — — — $(19,233)
Balances at December 31,2005, . . . . . .. 12,258 § 57,190| 508t § | $ 19,254 $(1.657) 3(1,324) $(33,667) $(17.393)
Netloss .. ..o oot i i — — — = — — — (12,310} (12,310) (12.310)
Issuance of Special funier Preferred Stock for

iFone acquisition . . . .. ... ... L. 3423 19.088 —_ — — - — — — -
Issuance of commeon stock upon exercise of

stock options . . . ... ..o — -_— 342 — 194 — — — 194 —_
Issuance of common stock for no

comsideration . . . .. ... ... — — 14 — 152 -— — — 152 —
[ssuance of common stock upon exercise of

WRUTANL . . . . ooy e e s e e e — — 20 — 7 — — — 7 —
Elimination of deferred stock-based

compensation on modified options . . . . . — — — _ (578%) 578 —_ — —_ —_
Adjustment to deferred stock-based

compensation for terminated employees . . — — —_ — (153) 153 — —_ — —
Stock-based compensation cxpense . . . . ., — — — — 1,050 538 — — 1.588 —-—
Vesting of carly exercised options . . . . .. . — — — — 43 -—_ — — 43 -
Accretion to preferred stock redemplion i

valle . ... — 75 — — (73) — — —_ (75) -
Foreign currency translation adjustment . . . . — — — — — -— 2.609 — 2609 2.609
Comprehensive Joss . . o« ... .. oL — — — — — — — — — $ (9,701
Halances at December 31, 2006. . . . . . .. 15681 §76.363| $457 81 $ 19,894 $ (388) 51,285 $(43,977) ${25,185)
Netloss . . oo e o o ooy — — — — — — — {3,326) (3.326} (3,326}

Proceeds from initial public offering of
common stock, net of issuance costs of
B335, . .. Lo —_ -—| 7,300 — 74,758 — — — 74,738 —

Automatic conversion of prefemred stock to
common stock upon completion of inizial

public offering . . . ... . ... ... (15,681) (76.380) 15.681 2 16,378 —_ — — 76,380 -
Transfer of preferred stock warrant liability o '

additional paid-in capital. . . . . ... ... — — — — 1,985 — — — 1,985 -
Deemed dividend refated to issuance of

common slock wartants . . . . ... L L. —_ — — — 3,130 — — {3,130) —_ -
Issuance of restricted stock . . . . .. .. ... — — 4 — 1 — — — 1 —
Adjostment o deferred stock-based

compensation for terminated empleyees . . _ — — — (17 17 — — — -—_
Stock-based compensation expense . . .. .., — — -— - 3541 258 —_ - 3,199 —
Vesting of early exercised options . . . . . .. — — — — 46 — — — 46 —
Accretion to preferred stock redemption

value .. .. e — 17 — — (an — — — un —
Issuance of cemmen stock upon exercise of )

sockopions . . ... — — 268 — 225 — — — 225 —
Issuance of common stock upon exercise of

WATAMKS . . . v v e - — 313 —_ — — — —_ — —
Foreign currency translation adjustment . . . . — -— — — — — 195 — 795 795
Comprehensive Joss. . . .. .. ... ... _ — — — — —_ s — —_ $ (2,531) -
Balunces at December 31, 2007. . . . .. .. — —[29023 %3 $179.924 $ (113 $ 2,080 $(52,433) $129.461

The accompanying notes are an integral part of these consolidated financial statements.
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GLU MOBILE INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2007 2006 2005
{1n thousands)
Cash flows from operating activitics:
el 0SS, L . e e e $ (3.326) $(12310) 5{(17,901)
Adjusunents 10 reconcile net loss to net cash used in operating activities:
Depreciation and amonization. . . . . ... L e s 2,116 1.503 316
Amortization of intangible assels . . ... L L e, 2,476 2,393 3439
Stock-based compensation . . . . ... L. e 3,799 1,740 1,277
Change in carrying value of preferred stock warrant liability . . .. ... ... ... ... ... ..., 10 1.014 (85)
Amortization of value related o warrants issued in connection with linc of credit .. ... ... ... —_ — 20
Amortization of value of warrants issued in connection with loan. . ... ... .. ... ... . ... 41 122 —
Amortization of 10an 4greement COSIS . . . . . ... ittt e e 101 18 —
Non-cash foreign currency remcasurement (ain)10SS . . ... .. it e e (690) (522) (61)
Acquired in-process research and development . .. ... .. ... Lo oL, 59 1.500 —
Impairment of prepaid royaltics and guarantees . .. ... .. ... e e — 355 1,645
Impairment of intangible assels . . . . . .. ... L — - 1,103
Write down of auction rate SECUMIEIES . . . . . . L .. i e 806 — —
Gain 0N S1le 0f Q88018 . - . e e e (1,040 — —
Decrease in deferred income X . ... ... L. e e - (352) (1,863)
Changes in allowance for doubtful accounts. . . .. ... ... ... .. ...t (94) 230 228
Changes in operating assets and liabilities, net of effect of acquisitions:
Increase in accounts receivable . . . . L L e e e e (2,672) (4,176) {3,549)
Increase in prepaid rovalties . .. . oL e {2.039) (258} (1,714)
Decrease/(increase)} in prepaid expenses and other assets ... ... ... ... . ... (2,598) (1,497 305
Increase/(decrease) in accounts payable. . . . . ... .. e 1,555 (1,982} 1,387
Increase/(decrease) in other accrued liabilities . ... ... ... ... ... ... . .. (1,270) (1,285} 182
Increase in accrued compensalion . . .. ... ... e 166 1,037 295
Increase inaccrued royalties . . ... ... ... 642 2,505 3,468
Increase/(decrease) in deferred revenues . . o . . .. L L e 436 181 (75)
Increase/(decrease) in accrued restructuring charge .. .. .. .. . L e (36) (1,418) 273
Decrease in other long-term liabilities. . ... ... ... ... .. ... ... ... . . . . L7 184 471
Net cash used in operating activilies . . . . .. .. . e e e (951) {11.018) (10,339)
Cash flows from investing activities:
Purchase of short-term inveStMents . . . . . .. .. .. . e e (73.600)  (24.850) (54,100}
Sale of short-term INVESIMENLS . . . . . ... e 79.550 35,300 40,400
Purchase of property and equipment .. ... ... L. s (2,343) (2047 (3,006)
Proceeds from sale of assets, net of delivery costs . .. ... ... ... . . .. oot 1,040 — —
Acquisition of MIG, netof cash acquired . . . . ... ... L L (12.874) — —
Acquisition of iFone, net of cash uequired . . ... ... ... ... .. . . ... — (7.396) —
Net cash provided byf{used in) investing activities . .. . ... .. ... .. {8.227) 1,007 (16,706}
Cash flows from (inancing activities:
Proceeds from issuance of preferred stock . . . ... ... ... — — 21,672
Preferred S10CK ISSUANCE COSIS . . . oL Lttt e e e e — — (220}
Proceeds from lean agreement . . . ... L L e e e — 12,000 —
Proceeds from issuance of common stock . . ... ... .. L. e — — 249
Proceeds from initial public offering, met .. . ... ... .. ... .. . i 74,758 — —
Proceeds from exercise of stock options . . . . ... L L e 225 194 69
Procceds from exercise of stock Warmants . . . ... ... .. L. e e —_ 7 —
Debl Payments . . .. ...ttt e e e (12,060 {949) {1,078)
Net cash provided by financing activities . . .. ......... ... ... ... ... .. ..., .. 62,923 11,252 26,692
Effect of exchange rate changes oncash . ... ... . ... . . . e 2438 166 (124)
Net increase/(decrcase) in cash and cash equivalents. . . . .. .. ... ... ... ... ... .. 53,993 1,407 477)
Cash and cash equivalents at beginning of peried . . . . ... ... .. ... . ... 3,823 2,416 2.893
Cash and cash equivalents atend of period . . . ... ... L e $57816 § 3823 § 2416
Supplemental disclosures of cash flow information
Interest paid . . . ... e e e $§ 361 § 912 56
Income laxes paid . . ... e 5 835 487 $ 137
Supplemental disclosure of non-cash investing and financing activities
Acquisition of iFone netassels . . . L .. L e —_ 19,018 —
Demed dividend related to issuance of common SIOCKk WRITADLS . L . . . 0o v v i e v e oo ety e 3130 — —
Accretion of preferred stock o redemption value . ... .. .. L L L 17 75 63
Capital CONtBULION . . . . . oo e e e e - — 1,820
Fixed asset purchases linanced through capital lease . .. .. .. ... ... ... — — 114
Reclassification of preferred stock warrants 1o (from) liability from (to) additional paid-in capital . . (1,985) —_ 144

The accompanying notes are an integral part of these consolidated financial statements.
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GLU MOBILE INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share data)

NOTE 1 — THE COMPANY

Glu Mobile Inc. (the “Company” or “Glu") was incorporated as Cyent Studios, Inc. in Nevada on May 16, 2001
and changed its name to Sorrent, Inc. On November 21, 2001, New Sorrent, Inc., a wholly owned subsidiary of the
Company was incorporated in California. The Company and New Sorrent, Inc. merged on December 4, 2001 to
form Sorrent, Inc., a California corporation. In May 2005, the Company changed its name to Glu Mobile Inc. The
Company is a leading global publisher of mobile games. Glu has developed and published a portfolio of more than
195 casual and traditional games to appeal to a broad cross section of subscribers served by the Company’s more
than 200 wireless carriers and other distributors. Glu creates games and related applications based on third-party
licensed brands and other intellectual property, as well as developing its own original brands and intellectual

property.

In March 2007, the Company completed its initial public offering (“IPO”) of common stock in which it sold
and issued 7,300 shares at an issue price of $11.50 per share. The Company raised a total of $83,950 in gross
proceeds from the IPO, or approximately $74.758 in net proceeds after deducting underwriting discounts and
commissions of $5,877 and other offering costs of $3,315. Upon the closing of the IPO, all shares of redeemable
convertible preferred stock outstanding automatically converted into 15,680 shares of common stock.

In connection with the IPO, in March 2007, the Company affected a 3-for-1 reverse stock split of its
outstanding capital stock and derivative securitics. All share numbers and exercises prices in these financial
statements give effect to the reverse stock split.

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The Company’s consolidated financial statements have been prepared in accordance with accounting prin-
ciples generally accepted in the United States of America.

Basis of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries.
All material intercompany balances and transactions have been eliminated.

Use of Estimates

The preparation of financial statements and related disclosures in conformity with U.S. generally accepted
accounting principles requires the Company’s management to make judgments, assumptions and estimates that
affect the amounts reported in its consolidated financial statements and accompanying notes. Management bases its
estimates on historical experience and on various other assumptions it believes to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets
and liabilities. Actual results may differ from these estimates and these differences may be material.

Revenue Recognition

The Company’s revenues are derived primarily by licensing software products in the form of mobile games.
License arrangements with the end user can be on a perpetual or subscription basis. A perpetual license gives an end
user the right to use the licensed game on the registered handset on a perpetual basis. A subscription license gives an
end user the right to use the licensed game on the registered handset for a limited period of time, ranging from a few
days to as long as one month. All games that require ongoing delivery of content from the Company or connectivity
through its network for multi-player functionality are only billed on a monthly subscription basis. The Company
distributes its products primarily through mobile telecommunications service providers (““carriers™), which market
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GLU MOBILE INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

the games to end users. License fees for perpetual and subscription licenses are usually billed by the carrier upon
download of the game by the end user. In the case of subscriber licenses, many subscriber agreements provide for
automatic renewal until the subscriber opts-out, while the others provide opt-in renewai. In either case, subsequent
billings for subscription licenses are generally billed monthly. The Company applies the provisions of Statement of
Position 97-2, Saftware Revenue Recognition, as amended by Statement of Position 98-9, Modification of SOP97-2,
Software Revenue Recognition, With Respect to Certain Transactions, to all transactions.

Revenues are recognized from our games when persuasive evidence of an arrangement exists, the game has been
delivered, the fee is fixed or determinable, and the collection of the resuliting receivable is probable. For both perpetual
and subscription licenses, management considers a signed license agreement to be evidence of an arrangement with a
carrier and a “clickwrap” agreement to be evidence of an arrangement with an end user. For these licenses, the
Company defines delivery as the download of the game by the end user. The Company estimates revenues from
carriers in the current period when reasonable estimates of these amounts can be made. Several carriers provide
reliable interim preliminary reporting and others report sales data within a reasonable time frame foliowing the end of
each month, both of which allow the Company to make reasonable estimates of revenues and therefore to recognize
revenues during the reporting period when the end user licenses the game. Determination of the appropriate amount of
revenue recognized involves judgments and estimates that the Company believes are reasonable, but it is possible that
actual results may differ from the Company’s estimates, The Company’s estimates for revenues include consideration
of factors such as preliminary sales data, carrier-specific historical sales trends, the age of games and the expected
impact of newly launched games, successful introduction of new handsets, promotions during the period and
economic trends. When the Company receives the final carrier reports, to the extent not received within a reasonable
time frame following the end of each month, the Company records any differences between estimated revenues and
actual revenues in the reporting period when the Company determines the actual amounts. Historically, the revenues
onthe final revenue report have not differed by more than one half of 19 of the reported revenues for the period, which
the Company deemed to be immaterial. Revenues earned from certain carriers may not be reasonably estimated. If the
Company is unable to reasonably estimate the amount of revenues to be recoguized in the current period, the Company
recognizes revenues upon the receipt of a carrier revenue report and when the Company’s porticn of a game’s licensed
revenues are fixed or determinable and collection is probable. To monitor the reliability of the Company’s estimates,
management, where possible, reviews the revenues by carrier and by game on a weekly basis to identify unusual trends
such as differential adoption rates by carriers or the intreduction of new handsets. If the Company deems a carrier not
to be creditworthy, the Company defers all revenues from the arrangement untii the Company receives payment and all
other revenue recognition criteria have been met.

In accordance with Emerging Issues Task Force, or EITF Issue No. 99-19, Reporting Revenue Gross as a Principal
Versus Ner as an Agent, the Company recognizes as revenues the amount the carrier reports as payable upon the sale of
the Company’s games. The Company has evaluated its carrier agreements and has determined that it is not the principal
when selling its games through carriers. Key indicators that it evaluated to reach this determination include:

« wireless subscribers directly contract with the carriers, which have most of the service interaction and are
generally viewed as the primary obligor by the subscribers;

* carriers generally have significant control over the types of games that they offer to their subscribers;

* carriers are directly responsible for billing and collecting fees from their subscribers, including the
resolution of billing disputes;

.= carriers generally pay the Company a fixed percentage of their revenues or a fixed fee for each game;

+ carriers generally must approve the price of the Company’s games in advance of their sale to subscribers, and
the Company’s more significant carriers generally have the ability to set the ultimate price charged to their
subscribers; and

* the Company has limited risks, including no inventory risk and limited credit risk.
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GLU MOBILE INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Cash and Cash Equivalents

The Company considers all investments purchased with an original maturity of three months or less to be cash
equivalents. The Company deposits cash and cash equivalents with financial institutions that management believes
are of high credit quality. Deposits held with financial institutions are likely to exceed the amount of insurance on
these deposits. '

Short-Term Investments

The Company invests in auclion-rate securities that are bought and sold in the marketplace through a bidding
process sometimes referred to as a “Dutch Auction.” After the initial issuance of the securities, the interest rate on
the securities is reset periodically, at intervals set at the time of issuance {e.g., every seven, 28 or 35 days or every six
months), based on the market demand at the reset period. The “stated” or “contractual” maturities for these
securities, however, generally are 20 to 30 years.

The Company has classified these investments as available-for-sale securities under Statement of Financial
Accounting Standards No. 115, Accounting for Certain Investments in Debt and Equity Securities
(“SFAS No. 115"). In accordance with SFAS No. 115, these securities are reported at fair value with any changes
in market value reported as a part of comprehensive income/(loss). No unrealized gains or losses were recognized
during the years ended December 31, 2007, 2006 or 2005.

The Company periodically reviews these investments for impairment. In the event the carrying value of an
investment exceeds its fair value and the decline in fair value is determined to be other-than-temporary, the
Company writes down the value of the investment to its fair value. The Company recorded an $806 write down due
to a decline in fair value of two failed auctions as of December 31, 2007 that was determined to be other-than-
temporary based on quantitative and qualitative assumptions and estimates using valuation models including a firm
liquidation quote provided by the sponsoring broker and an analysis of other-than-temporary impairment factors
including the use of cash for the two recent acquisitions, the ratings of the underlying securities, the Company’s
intent to continue to hold these securities and further deterioration in the auction-rate securities market. No realized
gains or losses were recognized during the years ended December 31, 2006 or 2005.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to a concentration of credit risk consist of cash,
cash equivalents, short-term investments and accounts receivable.

The Company derives its accounts receivable from revenues eamed from customers located in the U.S. and
other locations outside of the U.S. The Company performs ongoing credit evaluations of its customers’ financial
condition and, generally, requires no collateral from its customers. The Company bases its allowance for doubtful
accounts on management’s best estimate of the amount of probable credit losses in the Company’s existing accounts
receivable. The Company reviews past due balances over a specified amount individually for collectibility on a
monthly basis. It reviews all other balances quarterly. The Company charges off accounts receivable balances
against the allowance when it determines that the amount will not be recovered.

The following table summarizes the revenues from customers in excess of 10% of the Company’s revenues:

Year Ended
December 31,

2007 2006 2005

Verizon WITEIESS © v e e e e e 23.0% 20.6% 24.3%
Sprint Nextel . . ..ot * 126 119
AT & e e e e e * 113 119
VOdalOne . . . et e e e e e e e * 10.6 *

* Revenues from the customer were less than 10% during the period.
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At December 31, 2007, Verizon Wireless accounted for 23.5% of total accounts receivable and no other
customer represented more than 10% of total accounts receivable. At December 31, 2006, Verizon Wireless, Sprint
Nextel and Vodafone accounted for 20.8%, 10.5% and 9.5% of total accounts receivable, respectively. No other
customer represented greater than 109% of the Company’s revenues or accounts receivable in these periods or as of
thzse dates.

Fair Value of Financial Instruments

For certain of the Company’s financial instruments, including cash and cash equivalents, accounts receivable,
accounts payable and other current liabilities, the carrying amounts approximate their fair value due to their
relatively short maturity. Based on the borrowing rates available to the Company for loans with similar terms, the
carrying value of borrowings outstanding approximates their fair value.

Prepaid or Guaranteed Licensor Royalties

The Company’s royalty expenses consist of fees that it pays to branded content owners for the use of their
intellectual property, including trademarks and copyrights, in the development of the Company’s games, Royalty-
based obligations are either paid in advance and capitalized on our balance sheet as prepaid royalties or accrued as
incurred and subsequently paid. These royalty-based obligations are expensed to cost of revenues at the greater of
the revenues derived from the relevant game multiplied by the applicable contractual rate or an effective royalty rate
based on expected net product sales. Advanced license payments that are not recoupable against future royalties are
capitalized and amortized over the lesser of the estimated life of the branded title or the term of the license
agreement.

The Company’s contracts with some licensors include minimum guaranteed royalty payments, which are
payable regardless of the ultimate volume of sales to end users. Effective January 1, 2006, the Company adopted
FSP FIN 45-3, Application of FASB Interpretation No. 45 to Minimum Revenue Guarantees Granted to a Business
or Its Owners. As a resnlt, the Company recorded a minimum guaranteed liability of approximately $7,876 and
$1,366 as of December 31, 2007 and 2006, respectively. When no significant performance remains with the
licensor, the Company initially records each of these guarantees as an asset and as a liability at the contractual
amount. The Company believes that the contractual amount represents the fair value of the liability. When
significant performance remains with the licensor, the Company records royalty payments as an asset when actoally
paid and as a liability when incurred, rather than upon execution of the contract, The Company classifies minimum
royalty payment obligations as current liabilities to the extent they are contractually due within the next twelve
months.

Each quarter, the Company evaluates the realization of its royalties as well as any unrecognized guarantees not
yet paid to determine amounts that it deems unlikely to be realized through product sales. The Company uses
estimates of revenues, cash flows and net margins to evaluate the future realization of prepaid royalties and
guarantees. This evaluation considers multiple factors. including the term of the agreement, forecasted demand,
rame life cycle status, game development plans, and current and anticipated sales levels, as well as other qualitative
factors such as the success of similar games and similar genres on mobile devices for the Company and its
competitors and/or other game platforms (e.g., consoles, personal computers and Internet) utilizing the intellectual
property and whether there are any future planned theatrical releases or television series based on the intellectual
property. To the extent that this evaluation indicates that the remaining prepaid and guaranteed royaity payments are
not recoverable, the Company records an impairment charge to cost of revenues in the period that impairment is
indicated. The Company did not incur impairment charges to cost of revenues in the year ended December 31, 2007
but recorded impairment charges to cost of revenues of $355 and $1,645 during the years ended December 31, 2006
and 2003, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Goodwill and Intangible Assets

In accordance with Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible
Assets (“SFAS 1427), the Company’s goodwill is not amortized but is tested for impairment on an annual basis or
whenever events or changes in circumstances indicate that the carrying amount of these assets may not be
recoverable. Under SFAS 142, the Company performs the annual impairment review of its goodwill balance as of
September 30. This impairment review involves a two-step process as follows:

Step 1 — The Company compares the fair value of each of its reporting units to the carrying value including
goodwill of that unit. For each reporting unit where the carrying value, including goodwill, exceeds the unit’s fair
value, the Company moves on to step 2. If a vnit’s fair value exceeds the carrying value, no further work is
performed and no impairment charge is necessary. To date, the fair values of the Company’s reporting units have
exceeded their carrying values and thus no goodwill impairment charges have been recorded.

Step 2 — The Company performs an allocation of the fair value of the reporting unit to its identifiable tangible
and intangible assets (other than goodwill) and liabilities. This allows the Company to derive an implied fair value
for the unit’s goodwill. The Company then compares the implied fair value of the reporting unit’s goodwill with the
carrying value of the unit’s goodwill. If the carrving amount of the unit’s goodwill is greater than the implied fair
value of its goodwill, an impairment charge would be recognized for the excess.

Purchased intangible assets with finite lives are amortized using the straight-line method over their useful lives
ranging from one to six years and are reviewed for impairment in accordance with SFAS No. 144, Accounting for
the Impairment or Disposal of Long-Lived Assets.

Long-Lived Assets

The Company evaluates its long-lived assets, including property and equipment and intangible assets with
finite lives, for impairment whenever events or changes in circumstances indicate that the carrying value of these
assets may not be recoverable in accordance with Statement of Financial Accounting Standards No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets. Factors considered important that could result
in an impairment review include significant underperformance relative to expected historical or projected future
operating results, significant changes in the manner of use of acquired assets, significant negative industry or
economic trends, and a significant decline in the Company’s stock price for a sustained period of time. The
Company recognizes impairment based on the difference between the fair value of the asset and its carrying value.
Fair value is generally measured based on either quoted market prices, if available, or a discounted cash flow
analysis.

Property and Equipment

The Company states property and equipment at cost. The Company computes depreciation or amortization
using the straight-line method over the estimated vseful lives of the respective assets or, in the case of leasehold
improvements, the lease term of the respective assets, whichever is shorter.

The depreciation and amortization periods for the Company’s property and equipment are as follows:

Computer equipment . ... ........ Three years
Computer software ............. Three years
Furniture and fixtures . .......... Three years
Leaschold improvéments ......... Shorter of the estimated useful life or remaining term of lease
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Research and Development Costs

The Company charges costs related 10 research, design and development of products to research and
development expense as incurred, The types of costs included in research and development expenses include
salaries, contractor fees and allocated facilities costs.

Software Development Costs

The Company applies the principles of Statement of Financial Accounting Standards No. 86, Accounting for
the Costs of Computer Software to Be Sold, Leased, or Otherwise Marketed (“SFAS 86”"). SFAS 86 requires that
software development costs incurred in conjunction with product development be charged to research and
development expense until technological feasibility is established. Thereafter, until the product is released for
sale, software development costs must be capitalized and reported at the lower of unamortized cost or net realizable
value of the related product. The Company has adopted the “tested working model” approach to establishing
technological feasibility for its games. Under this approach, the Company does not consider a game in development
te have passed the technological feasibility milestone until the Company has completed a model of the game that
contains essentially all the functionality and features of the final game and has tested the model to ensure that it
works as expected. To date, the Company has not incurred significant costs between the establishment of
technological feasibility and the release of a game for sale; thus, the Company has expensed all software
development costs as incurred. The Company considers the following factors in determining whether costs can
be capitalized: the emerging nature of the mobile game market; the gradual evolution of the wireless carrier
platforms and mobile phones for which it develops games; the lack of pre-orders or sales history for its games; the
uncertainty regarding a game’s revenue-generating potential; its lack of control over the carrier distribution channel
resulting in uncertainty as to when, if ever, a game will be available for sale; and its historical practice of canceling
games at any stage of the development process.

Internal Use Software

The Company recognizes internal use software development costs in accordance with the Statememt of
Pasition (SOP) No. 98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal Use.
Thus, the Company capitalizes software development costs, including costs incurred to purchase third-party
software, beginning when it determines certain factors are present including, among others, that technology exists
to achieve the performance requirements and/or buy versus internal development decisions have been made. The
Company has capitalized certain internal use sofiware costs totaling approximately $482, $394 and $1,283 during
the years ended December 31, 2007, 2006 and 2005, respectively. The estimated useful life of costs capitalized is
generally three years. During the years ended December 31, 2007, 2006 and 2003, the amortization of capitalized
costs totaled approximately $663, 3457 and $121, respectively. Capitalized internal use software development costs
are included in property and equipment, net. :

Income Taxes

The Company accounts for income taxes in accordance with Statement of Financial Accounting Standards
No. 109, Accounting for Income Taxes (“SFAS 1097), which requires recognition of deferred 1ax assets and
liabilities for the expected future tax consequences of events that have been included in its financial statements or
tex returns. Under SFAS 109, the Company determines deferred tax assets and liabilities based on the temporary
difference between the financial statement and tax bases of assets and liabilities using the enacted tax rates in effect
for the year in which it expects the differences to reverse. The Company establishes valuation allowances when
necessary to reduce deferred tax assets to the amount it expects to realize.

On January 1, 2007, the Company adopted Financial Accounting Standards Board (“FASB”) Interpretation
No. 48, Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109 (“FIN 48™),
which supplements SFAS 109 by defining the confidence level that a tax position must meet in order 1o be
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recognized in the financial statements. FIN 48 requires that the tax effects of a position be recognized only if it is
“more-likely-than-not” to be sustained based solely on its technical merits as of the reporting date. The Company
constders many factors when evaluating and estimating its tax positions and tax benefits, which may require
periodic adjustments and which may not accurately anticipate actual outcomes.

With the adoption of FIN 48, companies are required to adjust their financial statements to reflect only those
tax positions that are more-likely-than-not to be sustained. Any necessary adjustment would be recorded directly to
retained earnings and reported as a change in accounting principle as of the date of adoption. FIN 48 prescribes a
comprehensive model for the financial statement recognition, measurement, presentation and disclosure of
uncertain tax positions taken or expected to be taken in income tax returns. The total amount of unrecognized
tax benefits as of the adoption date was $575. The Company’s policy is to recognize interest and penalties related to
unrecognized tax benefits in income tax expense. See Note 14 for additional information, including the effects of
adoption on the Company’s consolidated financial position, results of operations and cash flows.

Restructuring

The Company accounts for costs associated with employee terminations and other exit activities in accordance
with Statement of Financial Accounting Standards No. 146, Accounting for Costs Associated with Exit or Disposal
Activities. The Company records employee termination benefits as an operating expense when it communicates the
benefit arrangement to the employee and it requires no significant future services, other than a minimum retention
period, from the cmployee to earn the termination benefits,

Stock-Based Compensation

Prior to January 1, 2006, the Company accounted for stock-based employee compensation arrangements in
accordance with the provisions of Accounting Principles Board Opinion No. 23, Accounting for Stock Issued to
Employees (“APB No, 25™), and related interpretations, and followed the disclosure provisions of Statement of
Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation (“SFAS 1237). Under APB
No. 25, compensation expense for an option is based on the difference, if any, on the date of the grant, between the
fair value of a company’s common stock and the exercise price of the option. Employee stock-based compensation
determined under APB No. 25 is recognized using the multiple option method prescribed by the Financial
Accounting Standards Board Interpretation No. 28, Accounting for Stock Appreciation Rights and Other Variable
Stock Oprion or Award Plans (“FIN 28"), over the option vesting period.

Effective January 1, 2006, the Company adopted the fair value provisions of Statement of Financial
Accounting Standards No. 123(R), Share-Based Payment (“SFAS 123R”), which supersedes its previous account-
ing under APB No. 25. SFAS 123R requires the recognition of compensation expense, using a fair-value based
method, for costs related to all share-based payments including stock options. SFAS 123R requires companies to
estimate the fair value of share-based payment awards on the grant date using an option pricing model. The
Company adopted SFAS 123R using the prospective transition method, which requires, that for nonpublic entities
that used the minimum value method for either pro forma or financial statement recognition purposes. SFAS 123R
shall be applied to option grants on and after the required effective date. For options granted prior to the SFAS 123R
effective date that remain unvested on that date, the Company continues to recognize compensation expense under
the intrinsic value method of APB No. 25, In addition, the Company continues to amortize those awards valued prior
to January 1, 2006 utilizing an accelerated amortization schedule, while it expenses all options granted or modified
after January 1, 2006 on a straight-line basis.

The Company has elected to use the “with and without” approach as described in EITF Topic No. D-32 in
determining the order in which tax attributes are utilized. As a result, the Company will only recognize a tax benefit
from stock-based awards in additional paid-in capital if an incremental tax benefit is realized after all other tax
attributes currently available to the Company have been utilized. In addition, the Company has elected to account

68




GLU MOBILE INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

for the indirect effects of stock-based awards on other tax attributes, such as the research tax credit, through its
statement of operations.

The Company accounts for equity instruments issued to non-employees in accordance with the provisions of
SFAS No. 123, EITF Issue No. 96-18, Accounting for Equity Instruments that are Issued to Other than Employees
Sor Acquiring, or in Conjunction with Selling, Goods or Services, and FIN 28.

Advertising Expenses

The Company expenses the production costs of advertising, including direct response advertising, the first time
the advertising takes place. Advertising expense was $1,000, $970 and $476 in the years ended December 31, 2007,
2006 and 2005, respectively.

Comprehensive Income/(Loss)

Comprehensive income/(loss) consists of two components, net income/(loss) and other comprehensive
income/(loss). Other comprehensive incomef{loss) refers to gains and losses that under generally accepted
accounting principles are recorded as an element of stockholders” equity but are excluded from net income/{loss).
The Company’s other comprehensive incomef{loss) currently includes only foreign currency translation
adjustments.

Foreign Currency Translation

In preparing its consolidated financial statements, the Company translated the financial statements of its
foreign subsidiaries from their functional currencies, the local currency, into United States Dollars. This process
resulted in unrealized exchange gains and losses, which are inctuded as a component of accumulated other
cornprehensive loss within stockholders’ deficit.

Cumulative foreign currency translation adjustments include any gain or loss associated with the translation of
a subsidiary’s financial statements when the functional currency of a subsidiary is the local currency. However, if
the functional currency is deemed to be the United States Dollar, any gain or loss associated with the translation of
these financial statements would be included within the Company’s statements of operations. If the Company
disposes of any of its subsidiaries, any cumulative translation gains or losses would be realized and recorded within
the Company'’s statement of operations in the period during which the disposal occurs. If the Company determines
that there has been a change in the functional currency of a subsidiary relative to the United States Dollar, any
translation gains or losses arising after the date of change would be included within the Company’s statement of
operations.
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Net Loss per Share

The Company computes basic net income/(loss) per share attributable to common stockholders by dividing its
net loss attributable to common stockholders for the period by the weighted average number of common shares
outstanding during the period less the weighted average unvested common shares subject to repurchase by the
Company. Net loss attributable to common stockholders is calculated using the two-class method: however,
preferred stock dividends were not included in the Company’s diluted net loss per share calculations because to do
50 would be anti-dilutive for all periods presented.

Year Ended December 31,

2007 2006 2005
Net loss attributable to common stockholders. .. ............. $(6,473) $(12,385) $(17,964)
Basic and diluted shares:
Weighted average common shares outstanding .. ........... 23,263 5,260 4,988
Weighted average unvested common shares subject to
TEPUICRASE . . . . oo e e (82) (306) (964)
Weighted average shares used to compute basic and diluted net
losspershare. .. ........ ... . . i 23,281 4,954 4,024
Net loss per share attributable to common stockholders — basic
and diluted ... ... e $ (028) 3 (2500 $ (4.46)

The following weighted average convertible preferred stock, warrants to purchase convertible preferred stock,
options and warrants to purchase common stock and unvested shares of common stock subject to repurchase have
been excluded from the computation of diluted net loss per share of common stock for the periods presented because
including them would have had an anti-dilutive effect:

Year Ended Drecember 31,

2007 2006 2005
Convertible preferred stock upon conversion to common stock .. . ... .. 3,702 14,853 11,006
Warrants to purchase convertible preferred stock .................. — 194 123
Warrants to purchase common stock .. ... ... .. o i s 210 20 20
Unvested common shares subject to repurchase ... ................ 81 306 964
Options to purchase common stock ... .. ... ... .. 3436 2,135 2,026

7,429 17,508 14,139

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 157), which defines
fair value, establishes a framework for measuring fair value in generally accepted accounting principles, and
expands disclosures about fair value measurements. SFAS 157 does not require any new fair value measurements,
but provides guidance on how to measure fair value by providing a fair value hierarchy used to classify the Source of
the information. SFAS 157 is effective for fiscal years beginning after November 15, 2007. However, on
February 12, 2008, the FASB issued FSP FAS 157-2 which delays the effective date of SFAS 157 for all non-
financial assets and non-financial liabilitics, except those that are recognized or disclosed at fair value in the
financial statements on a recurring basis (at least annually). This FSP partially defers the effective date of Statement
157 to fiscal years beginning after November 13, 2008, and interim periods within those fiscal years for items within
the scope of this FSP. Effective for 2008, the Company will adopt SFAS 157 except as it applies to those non-
financial assets and non-financial liabilities as noted in FSP FAS 157-2. The partial adoption of SFAS 157 is not
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expected to have a material impact on the Company’s consolidated financial position, results of operations or cash
flows,

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fuir Value
Option for Financial Assets and Financial Liabilities — Including an amendment of FASB Sratement No. 11
(“SFAS 159™). SFAS 159 expands the use of fair value accounting but does not affect existing standards which
require assets or liabilities to be carried at fair value. The objective of SFAS 159 is to improve financial reporting by
providing companies with the opportunity to mitigate volatility in reported earnings caused by measuring related
assets and liabilities differently without having to apply complex hedge accounting provisions. Under SFAS 159, a
cornpany may elect to use fair value to measure eligible items at specified election dates and report unrealized gains
and losses on items for which the fair value option has been elected in earnings at each subsequent reporting date.
Eligible items include but are not limited to, accounts and loans receivable, available-for-sale and held-to-maturity
securities, equity method investments, accounts payable, guarantees, issued debt and firm commitments. If elected,
SFAS 159 is effective beginning January 1, 2008, The Company is currently evaluating whether it will elect to adopt
SFAS 159 and if elected to adopt, the impact of the adoption of the provisions of SFAS 159 on its financial position,
results of operations and cash flows.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations (“SFAS 14]1R™).
SFAS 141R establishes principles and requirements for how an acquirer recognizes and measures in its financial
statements the identifiable assets acquired, the liabilities assumed, any non-controlling interest in the acquiree and
the goodwill acquired. SFAS 141R also establishes disclosure requirements to enable the evaluation of the nature
and financial effects of the business combination. SFAS 141R is effective as of the beginning of an entity’s fiscal
year that begins after December 15, 2008, and will be adopted by us in the first quarter of fiscal 2009. The Company
is currently evaluating the impact, if any, of the adoption of the provisions of SFAS 141R on its financial position,
results of operations and cash flows.

NOTE 3 — CHANGE IN ACCOUNTING POLICY

On June 29, 2005, the FASB issued Staff Position 150-5, Issuer’s Accounting under FASB Statement No. 150
for Freestanding Warrants and Other Similar Instruments on Shares That Are Redeemable (“FSP 150-57).
FSP 150-5 affirms that warrants of this type are subject to the requirements in SFAS No. 150, regardless of
the 1edemption price or the timing of the redemption feature. Therefore, under SFAS No. 150, the freestanding
warrants to purchase the Company’s convertible preferred stock are liabilities that must be recorded at fair value.

The Company adopted FSP 150-5 and accounted for the cumulative effect of the change in accounting
principle as of July 1, 2005. For the year ended December 31, 2005, the impact of the change in accounting principle
was 10 increase net loss by $315, or $0.07 per share. There was $85 of income recorded in other income/(expense),
net to reflect the decrease in fair value between July 1, 2005 and December 31, 2005. In the year ended December 31,
2006, the Company recorded $1,014 of additional expense in other income/(expense), net, to reflect the increase in
fair value between January 1, 2006 and December 31, 2006. In the year ended December 31, 2007, the Company
recorded $10 of additional expense in other income/(expense), net, to reflect the increase in fair value between
January 1, 2007 and March 21, 2007,

Subsequent to the Company’s IPO and the associated conversion of the Company’s outstanding redeemable
convertible preferred stock into common stock, the warrants to exercise the redeemable convertible preferred stock
converted into common stock warrants; accordingly, the liability related to the redeemable convertible preferred
stock warrants at the closing of the IPO of $1,985 was transferred to additional paid-in-capital and the common
stock warrants are no longer subject to re-measurement.
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NOTE 4 — ACQUISITIONS
Acquisition of Beijing Zhangzhong MIG Information Technology Co. Ltd.

On December 19, 2007, the Company acquired the net assets of Awaken Limited group affiliates. Awaken
Limited’s principal operations are through Beijing Zhangzhong MIG Information Technology (“MIG”), a domestic
limited liability company organized under the laws of the People’s Republic of China (the *PRC”). The Company
will refer to the acquired companies collectively as “MIG”. The Company acquired MIG in order to accelerate the
Company’s presence in China, to deepen Glu's relationship with China Mobile, the largest wireless carrier in China,
to acquire access and rights to leading franchises for the Chinese market, and to augment its internal production and
publishing resources with a studio in China. These factors contributed to a purchase price in excess of the fair value
of net tangible and intangible assets acquired, and, as a result, the Company recorded goodwill in connection with
this transaction.

The Company purchased all of the issued and outstanding shares of MIG for a total purchase price of $15,228
which consisted of cash consideration paid to MIG shareholders of $14,655 and transaction costs of $573. In
addition, subject to MIG’s achievement of revenue and operating income milestones for the year ended Decem-
ber 31, 2008, the Company committed to pay additional consideration of $20.000 to the MIG shareholders and
bonus payment of $5,000 to two officers of MIG, who are also shareholders. If earned, one half of the bonus (or
$2,500) will be paid on the earn-out payment date and one half will be paid on December 31, 2009, if the officers
continue their employment with the Company. As of the acquisition date, these two officers owned 27% of the
outstanding shares of MIG. Per their employment agreements, these two shareholders will be entitled to one half of
their proportionate share of the earned additional consideration (or $2,700) on the earn-out payment date and one
half of their proportionate share of the earned additional consideration on December 31, 2009, if they continue their
employment with the Company. In accordance with Statement of Financial Accounting Standards No. 141,
Business Combinations (“SFAS 1417}, the Company has not recorded the additional consideration or bonus in the
initial purchase price as these amounts are contingent on MIG's future earnings. In accordance with Emerging
Issues Task Force Issue No. 98-5, Accounting jor Contingent Consideration Paid to the Shareholders of an Acquired
Enterprise in a Purchase Business Combination, the Company will record the estimated contingent consideration
and bonus earned by the two officers (totaling $10,400) as compensation over the two year vesting period ending
December 31, 2009.
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The Company’s consolidated financial statements include the results of operations of MIG from the date of
acquisition. Under the purchase method of accounting, the Company allocated the total purchase price of $15,228 to
the net tangible and intangible assets acquired and liabilities assumed based upon their respective estimated fair
values as of the acquisition date. The following summarizes the preliminary purchase price allocation of the MIG
acquisition:

Assets acquired:

Cash .o e e e $ 1,899
Accounts receivable | ... e 848
Prepaid and other current assets ... ...... ... .. .. i e 20
Property and equipment ... ... ... .. . . e e 7
Intangible assets:
Content and technology . . . .. . e 450
Existing Titles . ... .. o e e 2,200
Carrier contracts and relationships. . ... ... .. ... ... . . il 3510
Service providers HCense. . . ... . . e 400
Trade RAMES . . . . ..ot e e e 110
In-process research and development . . . . .. [ 59
Goodwill .. ... e 7,880
Total assets acquired . . ... L. L e e 22,487
Liabilities assumed:
Accounts payable . . ... L e 21)
Accrued labilities . . .. ... e e (6350)
Accrued COMPENSALION . .. . ..o i i (106)
Total current labilities .. ... ... . . . e e e (777}
Long-term deferred tax liabilities .. ... ... .. ... . ... . ... . . . . (2,652)
Other long-term liabilities . . . .. ... ... e (3.830)
Total liabilities .. ..................... e e (7,259
Net acquired assets . . . ..o e e $i5,228

‘The valuation of the identifiable intangible assets acquired was based on management’s estimates, currently
availuble information and reasonable and supportable assumptions. The allocation was generally based on the fair
value of these assets determined using the income and market approaches. Of the total purchase price, $11,710 was
allocuted to amortizable intangible assets. The amortizable intangible assets are being amortized over the respective
estimated useful life of two to nine years.

In conjunction with the acquisition of MIG, the Company recorded a $59 expense for acquired in-process
research and development (“IPR&D”) during the fourth quarter of 2007 because feasibility of the acquired
technology had not been established and no future alternative uses existed. The IPR&D expense is included in
operating expenses in our consolidated statements of operation in the year ended December 31, 2007.

The iPR&D is related to the development of a new title. The Company determined the value of acquired
IPR&D using the discounted cash flow approach, The Company calculated the present value of the expected future
cash flows attributable to the in-process technology using a 21% discount rate. The Company expects the cash flows
generated from this new title to begin in 2008. This rare takes into account the percentage of completion of the
development effort of approximately 60% and the risks associated with the Company’s developing this technology
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given changes in trends and technology in the industry. As of February 29, 2008, this acquired TIPR&D project had
been completed at costs similar to the original projections.

The Company allocated the residual value of $7,880 to goodwill. Goodwill represents the excess of the
purchase price over the fair value of the net tangible and intangible assets acquired. Any changes in consideration,
transaction costs or fair value of MIG’s net assets may change the preliminary purchase price allocation and amount
of goodwill recorded by the Company. In accordance with SFAS No. 142, goodwill will not be amortized but will be
tested for impairment at least annually. Goodwill is not deductible for tax purposes.

Acquisition of iFone Holdings Limited

On March 29, 2006, the Company acquired the net assets of iFone in order to continue to decpen and broaden
its game library, to acquire access and rights to leading licenses and franchises and to augment its external
production resources. These factors contributed to a purchase price in excess of the fair value of net tangible and
intangible assets acquired, and, as a result, the Company recorded goodwill in connection with this transaction.

The Company purchased all of the issued and outstanding shares of iFone in exchange for the issuance of
3,423 shares of Special Junior Preferred Stock of the Company and $3,500 in cash. In addition, subject to the
completion of specified milestones, the Company committed to issue a total of 871 shares of Special Junior
Preferred Stock of the Company and $4,500 in subordinated unsecured promissory notes to the iFone sharcholders.
In conjunction with this transaction, the Company’s Board of Directors approved an increase in the number of
authorized shares of preferred stock of Glu to 17,031 shares. The milestones outlined in the purchase agreement for
which contingent consideration was agreed to be issued were not achieved during the period to earn this additional
consideration. As the milestone consideration was not earned, these amounts have not been reflected in these
financial statements.

The total purchase price of approximately $23,502 consisted of the following: 3,423 shares of Special Junior
Preferred Stock of the Company (valued at $19,098 based on an independent valuation of the preferred stock issued
using a weighted income and market comparable approach), $3,500 of cash and transaction costs of $904.
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The Company’s consolidated financial statements include the results of operations of iFone from the date of
acquisition. Under the purchase method of accounting, the Company allocated the total purchase price of $23.502 to
the net tangible and intangible assets acquired and liabilities assumed based upon their respective estimated fair
values as of the acquisition date.

Assets acquired:

AcCOunts receivable, . . . . . $ 2518
Prepaid and other current assets. .. ... ... .. i e e 2,27
Property and equipment. . .. . ... . . e 89
Intangible assets:
Titles, content and technology . . ... ... .. .. . . e 2,700
Carrier contracts and relationships . .. ... ... ... . . e 1,300
Existing license agreements . . .. .. ... .ttt e e e 400
Trademarks . .. . ... e 100
In-process research and development . . . ... .. ... ... .. . . .. i i ' 1,500
Goodwill. . ..o e e e e 22,828
Total assets acquired . . ... ... .. e 33,706
Liabilities assumed:
Accounts payable . . L. e (4.247)
Accrued liabilities . . . . ... L e e e e @77
Restructuring liabilities . .. ... . .. . e e e e {1,180}
Total liabilities acquired. . . . .. ... .. ... e {10,204)
Netacquired assels . . .. ..ottt e e e $ 23,502

The above table includes reductions to acquired goodwill to reflect adjustments to certain assumed liabilities
upon completion of the purchase price allocation.

The Company has recorded an estimate for costs to terminate certain activities associated with the iFone
operations in accordance with the guidance of Emerging Issues Task Force Issue No. 93-3, Recognition of
Liabilities in Connection with a Purchase Business Combination. This restructuring accrual of $1,180 principally
related 1o the termination of 41 iFone employees. At December 31, 20086, a total of $36 of restructuring liabilities
related to iFone employees remained and is expected to be paid in the first quarter of 2007.

Of the total purchase price, $4,500 was allocated to amortizable intangible assets. The amortizable intangible
assets are being amortized using a straight-line method over the respective estimated useful life of twao to five years.

In conjunction with the acquisition of iFone, the Company recorded a $1,500 expense for acquired in-process
research and development (“IPR&D”) during the first quarter of 2006 because feasibility of the acquired technology
had not been established and ne future alternative uses existed. The [PR&D expense is included in operating
expenses in its consolidated statements of operation in the year ended December 31, 2006,

The IPR&D is related to the development of new game titles. The Company determined the value of acquired
IPR&D using the discounted cash flow approach. The Company calculated the present value of the expected future
cash flows attributable to the in-process technology using a 21% discount rate. This rate takes into account the
percentage of completion of the development effort of approximately 20% and the risks associated with the
Company’s developing this technology given changes in trends and technology in the industry. As of December 31,
2006, these acquired IPR&D projects had been completed at costs similar to the original projections.
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The Company based the valuation of identifiable intangible assets and IPR&D acquired on management’s
estimates, currently available information and reasonable and supportable assumptions. The Company based the
allocation of the purchase price on the fair value of these net assets acquired determined using the income and
market valuation approaches.

The Company allocated the residual value of $22,828 to goodwill. Goodwill represents the excess of the
purchase price over the fair value of the net tangible and intangible assets acquired. In accordance with
SFAS No. 142, goodwill will not be amortized but will be tested for impairment at least annually. Goodwill is
not deductible for tax purposes.

The Company has included the results of operations of MIG and iFone in its consolidated financial statements
subsequent to the dates of the respective acquisitions. The unaudited financial information in the table below
summarizes the combined results of operations of the Company, MIG and iFone, on a pro forma basis, as though the
companies had been combined as of the beginning of each of the periods presented: '

2007 2006 2005
Total pro fOrma FEVENUES . .. .ottt $69.,543  $49534 § 33,686
Gross profit. . . ..o e 46.379 29.960 18,754
Pro forma net loss before effect of change in accounting principle . ... ... (6,596) (21,520) (19,737)
Pro forma net FosS . . . o ot i i i e (6,596) (21,5200  (20,052)
Pro forma net loss per share — basic and diluted . ................ ... {0.28) (4.34) (4.98)

The Company is presenting pro forma financial information for informational purposes only, and this
information is not intended to be indicative of the results of operations that would have been achieved if the
acquisitions had taken place at the beginning of each of the periods presented. The pro forma financial information
for each of the periods includes a charge of $1,559 for IPR&D since the above table assumes the acquisitions
occurred as of the beginning of each period.

NOTE 5 — SHORT-TERM INVESTMENTS

Marketable securities, which are classified as available-for-sale, are summarized below as of December 31,
2007, and December 31, 2006

Classified on Balance Sheet
Purchased Realized Aggregate Cash and Cash Short-term

Cost Loss Fair Value Equivalents Investments

As of December 31, 2007:
Auction rate securities . ... ... ... .. .. $ 2.800 $(806) % 1,994 5§ - $1,994
Money market funds .. ........ ... ... 50,968 — 50,968 50,968 —
353,768 $(806)  $52.962 $50,968 $1.994

As of December 31, 2006:
Auction rate securities .. .. ..... ..., .. $ 8,750 $ — $ 8,750 5 — $8.750
Money market funds ................. 1,489 — 1,489 1,489 —
$10,239 $ — $10,239 $ 1,489 $8,750

At December 31, 2007, the Company had $2,800 of principat invested in auction-rate securities. The auction-
rate securities held by the Company are private placement securities with long-term nominal maturities for which
the interest rates are reset through a Dutch auction each month, The monthly auctions historically have provided a
liquid market for these securities. The Company’s investments in auction-rate securities represent interests in
corporate bonds.
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The auction-rate security investments held by the Company all had AAA credit ratings at the time of purchase.
With the liquidity issues experienced in global credit and capital markets, the auction-rate securities held by the
Company at December 31, 2007 have experienced multiple failed auctions as the amount of securities submitted for
sale has exceeded the amount of purchase orders.

The estimated market value of the Company’s auction-rate securities holdings at December 31, 2007 was
$1,994, which reflects a $806 adjustment to the principal value of $2,800. Although the auction-rate securities
continue to pay interest according to their stated terms, based on valuation models including a firm liquidation quote
provided by the sponsoring broker and an analysis of other-than-temporary impairment factors including thé use of
cash for the two recent acquisitions and the continued and further deterioration in the auction-rate securities market,
the Company has recorded a pre-tax impairment charge of $806 in the fourth quarter of 2007, reflecting the auction-
rate securities holdings that the Company has concluded have an other-than-temporary decline in value.

As of December 31, 2006, the contractual maturities of investments held were greater than five years.
However, the Company had the ability and intent, if necessary, to liquidate any of these investments as needed in
order to meet the Company’s needs within its normal operating cycles. Accordingly, all investments were classified
as current assets on the consolidated balance sheets. As of December 31, 2007 and 2006, all auction-rate securities
were included in short-term investments. As of December 31, 2007 the contractual maturities of the Company’s
remaining two auction-rate securities were 2017. Although the Company may not have the ability to liquidate these
investments within one year of the balance sheet date it may need to sell the securities within the next year 1o fund
operations. Accordingly, the investments were classified as current assets on the consoiidated balance sheets.

NOTE 6 — BALANCE SHEET COMPONENTS
Property and Equipment

December 31,

2007 2006
COMmPpULEr BqUIPIMENE . . . . ottt e e e $3200 %185
Furniture and fIXtures. . . ... ... i e 1,368 1,260
Software . ... . e 2,196 1,714
Leasehold improvements ... .. ... .. ... . . . e 1,694 1,129

8,458 5.959
Less: Accumulated depreciation and amortization . . .. ................... (4,641) (2,479)

$3,817 $3,480

Depreciation and amortization for the years ended December 31, 2007, 2006 and 2005 were $2,085, $1,503
and $816, respectively.

Accounts Receivable

December 31,

2007 2006
Accounts receivable .. ... e e $18,737 $14914
Less: Allowance for doubtful accounts. . . ... ... .. (368) (466)

$18.369 314448

Accounts receivable includes amounts billed and unbilled as of the respective balance sheet dates.
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The movement in our allowance for doubtful accounts is as follows:

Balance at Balance at
Beginning of End of
Description Period Additions Deductions Period
(In thousands)
Year ended December 31,2005, .............. $ — $207 $ — $207
Year ended December 31,2006, .............. $207 $259 $ — 3466
Year ended December 31,2007, .............. $466 $ 64 5162 $368

The Company had no significant write-offs or recoveries during the years ended December 31, 2007, 2006 and
2005.
NOTE 7 — GOODWILL AND INTANGIBLE ASSETS
Intangible Assets

The Company’s intangible assets were acquired in connection with the acquisitions of Macrospace in 2004,
iFone in 2006 and MIG in 2007. The carrying amounts and accumulated amortization expense of the acquired
intangible assets at December 31, 2007 and 2006 were as follows:

December 31, 2007 December 31, 2006
Accumulated Accumulated
Amortization Amortization
Expense Expense
(Including {Including
Estimated Gross Impact of Net Gross Impact of Net
Useful Carrying Forcign Carrying Carrying Foreign Carrying
Life Value Exchange) Value Value Exchange) Value
Intangible assets amortized to cost
of revenues:
Titles, content and technology . . ... 25 yrs § 5,018 $(4,172) $ 846 § 4,197 $(2,372)  $1,825
Catalogs ... .........ovvn 1 yr 1,553 (1,553) — 1,500 (1,500} —
ProvisionX Technology . . ... ..... 6 yrs 256 (118) 138 247 (192) 55
Carrier contract and related
relationships .. ...... .. ... ... Syrs 10,922 (L1177 9,805 2,200 (563) 1,637
Licensed content. .. ............ 5yrs 2,651 (183) 2,468 400 (60} 340
Service provider license ... ...... 9 yrs 404 2) 402 — — —
Trademarks. ............... ... 3 yrs 218 (96) 122 100 (38) 62

21,022 (7,241) 13,781 8,644 (4,725) 3,919

Other intangible assets amortized
to operating expenses:

Emux Technology . ............. 6yrs 1,656 (840) g16 1,600 (545) 1,055
Noncompete agreement. . ...... .. 2 yrs 725 (725) -— 700 (700) —_

2,381 (1,565) 816 2,300 (1,245) 1,053
Total intangibles assets ... ....... $23,403 $(8,806) $14,957 $.l 0,944 $(5.970) $4,974

Additions to intangible assets in 2007 of $11,710 are a result of the MIG acquisition and the additions in 2006
of $4,500 are a result of the iFone acquisition (see note 4).
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The Company has included amortization of acquired intangible assets directly attributable to revenue-
generating activities in cost of revenues. The Company has included amortization of acquired intangible assets
not directly attributable to revenue-generating activities in operating expenses. During the years ended
December 31, 2007, 2006 and 2005, the Company recorded amortization expense in the amounts of $2,201,
$1,777 and $2,823, respectively, in cost of revenues, During the years ended December 31, 2007, 2006 and 2005, the
Company recorded amortization expense in the amounts of $275. $616 and $616, respectively, in operating
expenses.

During the vear ended December 31, 2005, the Company impaired certain titles, content and technology
intangible assets as certain titles were discontinued or their current anticipated cash flows were significantly lower
than the estimated cash flows used in the initial valuation. The Company used a discounted cash flow approach to
determine the current fair value of these intangibtes. The Company recorded a charge of $1,103 for the impairment
during the year ended December 31, 2005. It recorded no impairments during the years ended December 31, 2007
and 2006.

As of December 31, 2007, the total expected future amortization related 1o intangible assets was as follows:

Amaortization Amortization

Included in Included in Total
Cost of Operating Amortization

Period Ending December 31, Revenues Expenses Expense
2008, . e $ 3494 $276 $ 3,770
2000, . e e 3.097 276 3,373
2000, . e e e 2,595 264 2,859
20 L. e 1,569 —_ 1,569
2002, e 1,478 — 1,478
2013 and thereafter . ... ...... ... ... ... . ... 1,548 - 1,548
$13.781 $816 $14,597

Goodwill

At September 30, 2007, the Company performed its annual test for goodwill impairment as required by
SFAS No. 142. The Company determined that it operates three reporting units for the purposes of SFAS No. 142.
The goodwill as of the assessment date was attributed to the Americas and Europe, Middle East and Africa
(“EMEA")} reporting units. The Company concluded that goodwill was not impaired since the fair value of nts
repcrting units exceeded their respective carrying values, including goodwill. The primary methods used to
determine the fair values for SFAS No. 142 impairment purposes were the discounted cash flow and market
methods. The Company determined the assumptions supporting the discounted cash flow method, including the
assumed 23% and 27% discount rates for the Americas and EMEA reporting units, respectively, using its best
estimnates as of the date of the impairment review. '

The Company attributes all of the goodwill resulting from the Macrospace acquisition to its EMEA reporting
unit. The goodwill resulting from the iFone acquisition is evenly atiributed 10 the Americas and EMEA reporiing
units. The goodwill allocated to the Americas reporting unit is denominated in United States Dollars, and the
goodwill allocated to the EMEA reporting unit is denominated in pounds sterling. As a result, the goodwill
attributed to the EMEA reporting unit is subject to foreign currency fluctuations. The Company attributes all of the
gooidwill resulting from the MIG acquisition to its APAC reporting unit. The goodwill resulting from the acquisition
of MIG is denominated in Chinese Renminbi {“RMB”) and will be subject to foreign currency fluctuations,
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Goodwill by geographic region is as follows:

Effects of Effects of
Foreign Foreign
January 1,  Goodwill Currency December 31, Goodwill Currency  December 31,
2006 Acquired  Adjustments  Exchange 2006 Acquired  Adjustments  Exchange 2007

Americas ...... $§ — 511414 $ — 5 —  $1414 05 — 812 $ — $11,426
EMEA .. ... ... 12,467 11,414 351 3,081 22313 — 13 534 27,860
APAC......... — — — — — 7,880 = 9 1976
Total ......... $12467 $22,828 $351 $3,081 $38,727 $7.830 $25 $630 $47,262

Goodwill was acquired during 2007 as a result of the purchase of MIG and during 2006 as a result of the
purchase of iFone (see Note 4). The net adjustment increase to goodwill in 2007 of $25 was a result of adjustments
to iFone’s pre-acquisition and net operating losses research and development tax credits. The net adjustment
increase to goodwill in 2006 of $351 was a result of adjustments to the net operating loss carryforwards for Glu
Mobite Limited (formerly Macrospace Limited) upon finalization of the 2004 tax returns.

NOTE 8 — COMMITMENTS AND CONTINGENCIES

Leases

The Company leases office space under non-cancelable operating facility leases with various expiration dates
through July 2012. Rent expense for the years ended December 31, 2007, 2006 and 2005 was $2,092, $1,759 and
$1,236, respectively. The terms of the facility leases provide for rental payments on a graduated scale. The
Company recognizes rent expense on a straight-line basis over the lease period, and has accrued for rent expense
incurred but not paid. The deferred rent balance was $571 and $225 at December 31, 2007 and 2006, respectively,
and was included within other long-term liabilities.

At December 31, 2007, future minimum lease payments under non-cancelable operating leases were as
follows:

Minimum
Qperating
Lease

Period Ending December 31, Payments
701 2 $2.637
200 . e e e e e e et 2,413
0 1 0 G S 2,189
7 1 1 1,636
.3 1 1 S 695
2013 and thereafter . ..t e s —
$9.570

Capital Lease

The Company has one lease that it accounts for as a capital lease. It capitalized a total of $114 as computer
equipment under this lease during the year ended December 31, 2005. The Company recorded no capital lease
obligations during the year ended December 31, 2007 or during the year ended December 31, 2006. Accumulated
depreciation associated with this capital lease was $85 and $47 at December 31, 2007 and 2006, respectively. As of
December 31, 2007, the Company had no remaining capital lease obligations.
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Minimum Guaranteed Rovalties

The Company has entered into license and development agreements with various owners of brands and other
intellectual property so that it could develop and publish games for mobile handsets. Pursuant to some of these
agreements, the Company is required to pay minimal royalties over the term of the agreements regardless of actual
game sales. Future minimum royalty payments for those agreements as of December 31, 2007 were as follows:

Minimum
Guaranteed
Period Ending December 31, Royalties
2008. . e $ 7,655
2000 . . e e e e e 1,815
2000, e e 1,262
L 350
202 e e e e 425
2013 and thereafter . . ... ... ... e —
311,507

Commitments in the above table include $7,867 of guaranteed royalties to licensors that are included in the
Company’s consolidated balance sheet as of December 31, 2007 because the licensors do not have any significant
performance obligations. These commitments are included in both current and long-term prepaid and accrued
royalties.

Income Taxes

At this time, the settlement of the Company’s income tax liabilities cannot be determined, however, the
liabilities are not expected to become due within the next twelve months,

Indemnification Arrangements

The Company has entered into agreements under which it indemniftes each of its officers and directors during
his or her lifetime for certain events or occurrences while the officer or director is or was serving at the Company's
request in that capacity. The maximum potential amount of future payments the Company could be required to
make under these indemnification agreements is unlimited; however, the Company has a director and officer
insurance policy that limits its exposure and enables the Company to recover a portion of any future amounts paid,
As aresult of its insurance policy coverage, the Company believes the estimated fair value of these indemnification
agreements is minimal. Accordingly, the Company had recorded no liabilities for these agreements as of
December 31, 2007 or 2006.

In the ordinary course of its business, the Company includes standard indemnification provisions in most of its
license agreements with carriers and other distributors. Pursuant to these provisions, the Company indemnifies
these parties for losses suffered or incurred in connection with its games, including as a result of intellectual
property infringement and viruses, worms and other malicious software. The term of these indemnity provisions is
generally perpetual after execution of the corresponding license agreement, and the maximum potential amount of
future payments the Company could be required to make under these indemnification provisions is generally
unfimited. The Company has never incurred costs to defend lawsuits or settle indemnified claims of these types. As
a result, the Company believes the estimated fair value of these indemnity provisions is minimal. Accordingly, the
Company had recorded no liabilities for these provisions as of December 31, 2007 or 2006.

81

PRI




GLU MOBILE INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Contingencies

The Company is subject to claims and assessments from time to time in the ordinary course of business. The
Company’s management does not believe that any of these matters, individually or in the aggregate, will have a
materially adverse effect on the Company’s business, financial condition or results of operation, and thus no
amounts were accrued for these exposures at December 31, 2007 or 2006.

NOTE 9 — DEBT
Loan Agreement

In May 2006, the Company entered into a toan agreement (the “Loan™) with a principal in the amount of
$12,000. The Loan had an interest rate of 11%. The Company was obligated to pay only interest through
December 31, 2006, Beginning January 1, 2007, the Company became obligated to pay 30 equal payments of
principal and accrued interest until the entire principal is paid. All borrowings were repaid in full in March 2007. As
a result of the repayment, the remaining unamortized debt issuance costs of $66 were amortized to interest expense
during the first quarter of 2007.

In conjunction with the Loan, the Company issued to entities affiliated with the lender warrants to purchase
106 shares of Series D Preferred Stock with an exercise price of $9.03 per share and a contractual life of seven years.
The Company calculated the fair value of each warrant using the Black-Scholes option pricing model with the
following assumptions: volatility of 73%, term of seven years, risk-free interest rate of 5.19% and dividend yield of
0%. The Company recorded the fair value of the warrants of $607 as a discount to the carrying value of the Loan.
Upon repayment of the Loan in March 2007, the remaining unamertized debt discount of $477 was amortized in full
to interest expense. These warrants converted into warrants to purchase an equal number of shares of common stock
upeon the closing of the PO and remained outstanding at December 31, 2007,

Line of Credit Facility

In February 2007, the Company entered into an agreement to secure a revolving line of credit that allows the
Company to borrow up 1o $8,000. The facility is restricted to 80% of the Company’s eligible domestic accounts
receivable. The line carries an interest rate equal to the prime rate plus 1% and matures in 24 months. Payments on
any borrowings would be interest only with any remaining borrowings due at maturity. The line is collateralized by
all of the assets of the Company, including intellectual property. The Company is required to maintain a minimum
tangible net worth of $3,000. Also, if the Company’s net cash balance, excluding any borrowings under this line of
credit, declines below $3,500, then the Company’s accounts receivable must be collected by means of a lock box,
the interest rate on any borrowings would be increased to the prime rate plus 2% and the Company would have to
pay a one-time fee to the lender of $50. To date, there have been no borrowings under this facility. The Company
was in compliance with all covenants as of December 31, 2007.

NOTE 10 — SALE OF PROVISIONX SOFTWARE

In January 2007, the Company signed an agreement with a third party for the sale of its ProvisionX software for
$1,100. Under the terms of the agreement, the Company will co-own the intellectual property rights to the
ProvisionX software, excluding any alterations or modifications following completion of the sale, by the third party.
The Company recognized a net gain on the sale of assets of $1,040 during the year ended December 31, 2007 which
included approximately $60 of selling costs incurred during the transition.
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NOTE 11 — STOCKHOLDERS’ EQUITY/DEFICIT)
Common Stock

In March 2007, the Company completed its IPO of common stock in which it sold and issued 7,300 shares of
common stock at an issue price of $11.50 per share. The Company raised a total of $83,950 in gross proceeds from
the 1PO, or approximately $74,758 in net proceeds after deducting underwriting discounts and commissions of
$5,377 and other offering costs of $3,315. Upon the closing of the IPO, all shares of redeemable convertible
preferred stock outstanding automatically converted into 15,680 shares of common stock.

In April 2007, the underwriters exercised a portion of the over-allotment option as to 199 shares, all of which
were sold by stockholders and not by the Company.

At December 31, 2007, the Company was authorized to issue 250,000 shares of common stock. As of
December 31, 2007, the Company had reserved 8§17 shares for issuance under its stock plans.

Preferred Stock

At December 31, 2007, the Company was authorized to issue 5,000 shares of preferred stock,
4

Early Exercise of Employee Options

Stock options granted under the Company’s stock option plan provide certain employee option holders the
right to elect to exercise unvested options in exchange for shares of restricted common stock. Unvested shares, in the
amounts of 50 and 108 at December 31, 2007 and 2006, respectively. were subject to a repurchase right held by the
Company at the original issuance price in the event the optionees’ employment is terminated either voluntarily or
involuntarily. For exercises of employee options, this right generally lapses as to 25% of the shares subject to the
option on the first anniversary of the vesting start date and as to 1/48th of the shares monthly thereafier. These
repurchase terms are considered to be a forfeiture provision and do not result in variable accounting. The restricted
shares issued upon early exercise of stock options are legally issued and outstanding and have been reflected in
stockholders’ equity/{deficit). The Company treats cash received from employees for exercise of unvested options
as a refundable deposit shown as a liability in its consolidated financial statements. As of Deceniber 31, 2007 and
2006, the Company included cash received for early exercise of options of $45 and $92, respectively, in accrued
liabilities. Amounts from accrued liabilities are transferred into common stock and additional paid-in capital as the
shares vest.

Warrants to Purchase Common Stock

In connection with the issuance of its Series A Preferred Stock, the Company issued warrants to purchase 20 shares
of common stock. These warrants had an exercise price of $0.36 per share and an expiration date of December 31, 2007.
During the year ended December 31, 2006, these warrants were exercised for gross proceeds of $7.

Upon the effective date of the IPO, warrants to purchase 229 shares of redeemable convertible preferred stock
converted into warrants to purchase 229 shares of common stock. As discussed in Note 1, the Company classified
the freestanding redeemable convertible preferred stock warrants as a liability and adjusted the warrants to fair
value at each reporting period until the completion of the [PO. Upon closing of the IPQ, the preferred stock warrant
liability of $1,985 was reclassed to additional paid-in capital. During the year ended December 31, 2007, 2 holder of
warrants elected to net exercise warrants to purchase 52 shares of common stock which were converted to 41 shares
of common stock.

In February 2007, the Company issued warrants to purchase an aggregate of 272 shares of common stock with
an exercise price of $0.0003 per share to certain holders of Series D or D-1 redeemable convertible preferred stock
as an inducement for these holders to convert their preferred stock into common stock upon the consummation of
the Company’s IPO. These warrants expired 30 days following the completion of the Company’s [PO, and if the date
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of effectiveness of that offering did not occur by March 31, 2007 or earlier, the warrants would expire at that time. In
connection with the issuance of the warrants, the Company received an agreement to convert all shares of preferred
stock to common stock upon completion of the Company’s IPO from holders of the requisite number of shares to
cause that conversion, provided that the registration statement for the initial public offering was effective on or
before March 31, 2007. The Company recorded a deemed dividend of $3,130 in connection with the issuance of the
warrants during the three months ending March 31, 2007. The deemed dividend represented the fair value of the
warrants and was calculated using the share price at the date of the IPO closing of $11.50 per share and the strike
price of the warrants of $0.0003 per share. These warrants were exercised in April 2007.

Warrants outstanding at December 31, 2007 were as follows:

Number
Exercise of Shares
Price Outstanding
Term per Under
Issue Date (Years) Share Warrant
March 2003 . . . . e e 5 $1.92 71
May 2006 .. ..ot 7 9.03 106

17

NOTE 12 — REDEEMABLE CONVERTIBLE PREFERRED STOCK

Prior 1o the IPO in March 2007, the Company’s Certificate of Incorporation authorized the issuance of up to
17,032 shares of redeemable convertible preferred stock, with $0.0001 par value. Redeemable convertible preferred
stock at December 31, 2006 consisted of the following:

Shares

Issued and Liquidation
Authorized Outstanding Preference

Mandatorily redeemable convertible preferred stock:

BIIES A .ottt e e 2,313 2,313 $ 4,275
CBeries B oL e e 2,988 2,865 5,500
SEMES € .ot e e 4,015 4,015 20,000
Series D L. e 2,400 2,234 20,172
Series D-1. o e e e 831 831 7,500
Total mandatorily redeemable convertible preferred stock . .......... 12,547 12,258 357,447
Special junior redeemable convertible preferred stock . ... ... .. .. 4,485 3,423 $ 9,782

The Special Junior Preferred Stock was classified as redeemable due to the deemed liquidation provision in the
instrument.

Upon closing of the PO in March 2007, alt shares of outstanding redeemable convertible preferred stock
automatically converted into 15,680 shares of common stock.

Warrants for Preferred Stock

In 2003, in connection with the execution of a convertible note payable agreement, the Company issued to the
lender warrants to purchase 71 shares of Series B Preferred Stock at an exercise price of $1.92. In 2004, in
connection with obtaining a line of credit agreement, the Company issued to the lender warrants to purchase
52 shares of Series B Preferred Stock at an exercise price of $1.92. In 2006, in connection with the execution of the
loan agreement (see Note 8), the Company issued to the lender warrants to purchase 106 shares of Series D
Preferred Stock at an exercise price of $9.03 per share.
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Upen the closing of the IPO in March 2007, and the associated conversion of the Company’s outstanding
redeemable convertible preferred stock to common stock, 229 warranis to purchase shares of redeemable
convertible preferred stock were converted to warrants to purchase an equivalent number of shares of the
Company’s common stock.

NOTE 13 — STOCK OPTION AND OTHER BENEFIT PLANS
2001 Stock Plan

In December 2001, the Company adopted the 2001 Stock Option Plan (the “2001 Ptan™). The 2001 Plan
provides for the granting of stock options to employees. directors, consultanis, independent contractors and advisors
of the Company.

As provided by the 2007 Equity Incentive Plan, 195 shares, representing all remaining shares reserved for
issnance under the 2001 Plan were transferred to the 2007 Plan upon closing of the IPO. However, the plan will
continue to govern the terms and conditions of the outstanding awards previously granted under the 2001 Plan.

2007 Equity Incentive Plan

In January 2007, the Company’s Board of Directors adopted, and in March 2007 the stockholders approved,
the 2007 Equity Incentive Plan {the “2007 Plan™). The Company has reserved 1,766 shares of its common stock for
grant and issuance under the 2007 Plan. In addition, shares not issued or subject 10 outstanding grants under the
2001 Plan on the date of adoption of the 2007 Plan and any shares issued under the 2001 Pian that are forfeited or
repurchased by the Company or that are issuable upon exercise of options that expire or become unexercisable for
any reason without having been exercised in full, will be available for grant and issuance under the 2007 Plan. At the
time of adoption, there were 1,766 shares of common stock authorized for issuance under the 2007 Plan plus
195 shares of common stock from the 2001 Plan that were unissued.

The Company may grant options under the 2007 Plan at prices no less than 83% of the estimated fair value of
the shares on the date of grant as determined by its Board of Directors. provided, however, that (i) the exercise price
of an incentive stock option (“ISO™) or non-qualified stock options (“NSO™)} may not be less than 100% or 85%,
respectively, of the estimated fair value of the underlying shares of common stock on the grant date, and (it) the
exercise price of an [SO or NSO granted to a 10% stockholder may not be less than 110% of the estimated fair value
of the shares on the grant date. Prior to the Company's [PQ, the Board determined the fair value of common stock in
good faith based on the best information available to the Board and Company 's mantagement at the time of the grant.
Following the 1PO, the fair value of the Company’s comimon stock is determined by the last sale price of such stock
on the Nasdaq Global Market on the date of determination. The stock options generally vest 25% at one year from
the vesting commencement dute and an additional 1/48 per month thereafter. Stock options granted during 2007
prior to October 25, 2007 have a contractual term of ten years and stock options granted on or after October 25, 2007
have a contractual term of six years.

The 2007 Plan alse provides the Board of Directors the ability to grant restricted stock awards, stock
appreciation rights, restricted stock units. performance shares and stock bonuses.

As of December 31, 2007, 817 shares were reserved for future grants under the 2007 Plan.

2007 Employee Stock Purchase Plan

In January 2007, the Company’s Board of Directors adopted, and in March 2007 the stockholders approved,
the 2007 Employee Stock Purchase Plan {(the “2007 Purchase Plan). The Company has reserved 667 shares of its
common stock for issuance under the 2007 Purchase Plan. The Company has reserved 667 shares of its common
stock for issuance under the plan. On each January 1 for the first eight calendar years after the first offering date, the
aggregate number of shares of the Company’s common stock reserved for issuance under the plan will be increased

85

N




GLU MOBILE INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

automatically by the number of shares equal 1o 1% of the total number of outstanding shares of the Company’s
common stock on the immediately preceding December 31, provided that the Board of Directors may reduce the
amount of the increase in any particular year and provided further that the aggregate number of shares issued over
the term of this plan may not exceed 5,333. The 2007 Purchase Plan permits eligible employees to purchase
common stock at a discount through payroll deductions during defined offering periods. The price at which the
stock is purchased is equal to the lower of 85% of the fair market value of the common stock at the beginning of an
offering period or after a purchase period ends.

Stock Option Activity

The following table summarizes the Company’s stock option activity:

Options Outstanding
Weighted

Average
Shares Number of Exercise
Available Shares Price
Balances at December 31,2004 . ... ....... ... ... ... ... 226 1,685 0.42
Increase in authorized shares . ........ ... . .. 1,083 — -
Options granted . .. ... ... . 0. . e (1,397) 1,397 3,94
Optionscanceled .. ... .. ... i 362 (562) 2,93
Options exercised. . ... ... i — (294) 0.24
Balances at December 31,2005 . . ... ... ... ... ..., 474 2,226 2.02
Increase in authorized shares . ........ ... .. ... ... ... .... 1,000
Options granted . . .. .. .. ... .. e (1,653) 1,653 7.30
Optionscanceled . .. ... ... .. ... . . . i 655 (635) 3.17
Options exercised. .. ... .. . i e e — (342) 0.61
Balances at December 31,2006 . ... ... ... .............. 476 2,882 $5.03
Increase in authorized shares . ... ... . i, 1,766
Options granted . ... .. ... . .. i (1,775} 1,775 9.15
Optionscanceled . .. . ... .. ... . . e 350 (350) 9.16
Optionsexercised. ... ... ... ... .. i — 271) 0.84
Balances at December 31,2007 ... ... ... ... ... ... ... ... 817 4036 $6.75
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At December 31, 2007, the options ouistanding and currently exercisable by exercise price were as follows:

Options Quistanding Options Exercisable
Weighted Weighted
Average Average
. Remaining Weighted Remaining Weighted

Range of Contractual Average Aggregate Contractual Average Agpregate
Exercise Number Life Exercise Intrinsic  Number Life Exercise Intrinsic
Prices Outstanding (in Years) = Price Value  Eaercisable (in Years) Price Value
$0.18-3354.......... 621 1.90 $ 0.84 $2,720 522 1.65 § 072 $2.347
$357-%$390.......... 682 8.08 3.82 953 421 8.10 3.84 581
$ 450-% 557.......... ’ 404 3.12 4.69 214 235 2.63 4.57 153
$595-5595.......... 690 591 5.95 — —_ _ — —
$820-3964,......... 48 9.52 9.16 — —_ — — —_
$1053-31053.......... 653 8.69 10.53 — 205 8.67 , 10.53 —
$1O65-F11.88.......... 938 9.21 11,53 — 61 9.18 11.35 —
S018-311.88.......... 4,036 6.64 6.75 $3,887 1,444 5.01 4,10 $3,081

The Company has computed the aggregate intrinsic value amounts disclosed in the above table based on the
difference between the original exercise price of the options and the fair value of the Company’s common stock of $5.22
at December 31, 2007. The aggregate intrinsic value of awards exercised during the year ended December 31, 2007 and
December 31, 2006 was $170 and $119, respectively. As of December 31, 2007, the total stock options vested and
expected to vest were 3,397 and had a weighted average exercise price of $6.47 per share, a weighted average contractual
terrn of 6.43 years and a total intrinsic value of $3,707.

Included in the above table are non-employee stock options granted in the years ended December 31, 2007, 2006

and 2005 for 4, I and 1 shares of common stock, respectively. The Company had outstanding non-employee stock |

options to purchase 4, 1 and 1 | shares of common stock at weighted average exercise prices of $11.00, $3.90 and $0.18
at December 31, 2007, 2006 and 2005, respectively. The non-employee options outstanding had an exercise price of
$11.00, a remaining contractual term of 9 years and no intrinsic value at December 31, 2007.

Frior to the Adoption of SFAS No. 123R

Prior to the adoption of SFAS No. 123R, the Company applied SFAS No. 123, as amended by Statement of
Finuncial Accounting Standards No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure,
which allowed companies to apply the accounting rules under APB No. 25, and related interpretations,

Stock-based compensation expense, under APB No, 25, is recognized for employee stock option grants in
those instances in which the fair value of the undertying commaon stack is greater than the exercise price of the stock
options at the date of grant. The Company recorded deferred stock-based compensation related to employees of
$1,129 for stock options granted in the year ended December 31, 2005. Stock-based compensation of $863 and
$1,487 was expensed during the years ended December 31, 2006 and 2005, respectively, using an accelerated basis
over the vesting period of the individual options, in accordance with FIN 28,

During the years ended December 31, 2004 and 2005, the Company issued stock options to certain employees
with exercise prices determined with hindsight to be below the fair market value of the Company’s common stock at
the date of grant. The Company retrospectively estimated the fair value of its common stock based upon several
factors, including its operating and financial performance, progress and milestones attained in its business, past
sales of convertible preferred stock, the results of retrospective independent valuations by a third-party valuation
firm, and the expected valuation that the Company would obtain in an initial public offering. These retrospective
independent valuations utilized the probability-weighted expected return and the option pricing valuation meth-
odologies. The Company has reviewed these factors and the events that happened between each pair of vatuation
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dates and has determined that the combination of these factors and events reflect a true measurement of the fair
value of the Company’s stock over an extended period of time and believes that the fair value of its common stock is
appropriately reflected in the chart below.

In June 2006, the Company offered to the employees who were granted options from January 2005 to March
2005 the ability to amend the terms of their options to increase the exercise prices in order to help them avoid
potential adverse personal income tax consequences. The Company repriced certain stock option awards granted to
15 of its employees in the first quarter of 2005, Under the terms of this repricing, no terms of the original option
grants were changed other than the exercise price and the term, which was extended from the fifth anniversary to the
tenth anniversary of the grant date. The Company repriced vested options to purchase 29 shares and unvested
options to purchase 243 shares having weighted average original exercise prices of $2.34 and $2.28, respectively.
These options were repriced at a new exercise price of $3.90 per share. The Company has accounted for the
repricing as a modification under SFAS No. 123R and thus recorded the net incremental fair value related to vested
awards as compensation expense on the date of modification. In accordance with SFAS Ne. 123R, the Company
will record the incremental fair value related to the unvested awards, together with unamortized stock-based
compensation expense associated with the unvested awards as determined under APB No. 25, over the remaining
requisite service period of the option holders. In connection with the repricing, the Company recorded stock
compensation expense of $66 in the year ended December 31, 2006. Total incremental compensation cost resulting
from the modification was $150.

In connection with the repricing of stock options during 2006, the Company followed the provisions of
SFAS No. 123R and eliminated from its balance sheet its remaining deferred stock-based compensation related to
modified stock options. Future stock-based compensation charges for the modified options will be recorded in
accordance with SFAS No. 123R.

Stock-based compensation expense recorded under APB No. 25 and SFAS No. 123 for period prior to the
. adoption of SFAS No. 123R is allocated as follows:

Year Ended
December 31,
2005
Research and development ... ... .. ...ttt it e $ 158
Sales and markeling . . .. .. ... ... e 132
General and administrative . ... . .ot e e 987
Total stock-based cOmMpensation eXPense . .. ....vuvvt vt vreraeeoeeiaeenns §1,277

The Company estimates the fair value of cach option granted on the date of grant, based on the minimum value
method, using the Black-Scholes option valuation model with the following weighted-average assumptions:

Year Ended

December 31,

_ 2005
Dividend yield . . ... .. . e 0%
Risk-free INIerest Tale . . . . o oo i ettt e e e e 3.94%
Expected term (YEars) . . ..o vttt e e 3.64

The weighted average grant date fair values per share, based on the minimum value method, of options granted
during the years ended December 31, 2005 was $1.05.

The weighted average fair value per share, based on the minimum value method, of options granted during the
vears ended December 31, 2005 with exercise prices less than the estimated. fair value of the stock at the date of
grant was $3.72. The weighted average fair value per share of options granted during the year ended December 31,
2005 with exercise prices greater than the estimated fair value of the stock at the date of grant was $0.18.
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The following table illustrates the effects on net loss if the Company had applied the fair value recognition
provisions of SFAS 123 to all employee stock options:

Year Ended
December 31,
2005
Net loss, as reported . .. oo oo e e e . $(17,901)
Add: Employee stock-based compensation expense included in reported net loss ... .. 1,487
Less: Total employee stock-based compensation expense determined under the fair
value method . ... e e (1,607)
Pro forma, net 108S . . o oot ottt e e e e e e e $(18,021)
Basic and diluted net loss per share
ASTEPOTIEL . . .o ottt et e e $ (4.45)

Pro fOrma. . . L e e e e e e $ (4.48)

Adoption of SFAS No. 123R

The Company adopted SFAS No. 123R on January.1, 2006. Under SFAS No. 123R, the Company estimated
the fair value of each option award on the grant date using the Black-Scholes option valuation model and the
weighted average assumptions noted in the following table. '

Year Ended
December 31,
. 2007 2006
Dividend yield . . .. e ‘ 0% 0%
Risk-free interest rate. . .. .. ... ... e 425% ATT%
Expected term (YEars}) . ... .ottt e e e e 524  6.07
Expected volatility . . . . . ... e e 52% 14%

The Company based expected volatility on the historical volatility of a peer group of publicly traded entities.
The expected term of options gave consideration to early exercises, post-vesting cancellations and the options’
contractual term, ranging from five to ten years. The risk-free interest rate for the expected term of the option is
based on the U.S. Treasury Constant Maturity Rate as of the date of grant.

SFAS No. 123R requires nonpublic companies that used the minimurn value method under SFAS No. 123 1o
apply the prospective transition method of SFAS No. 123R. Prior to adoption of SFAS No. 123R, the Company used
the minimum value methed, and it therefore has not restated its financial results for prior periods. Under the
prospective method, stock-based compensation expense for the years ended December 31, 2006 and 2007 includes
compensation expense for (i) all new stock-based compensation awards granted after January [, 2006 based on the
grant-date fair value estimated in accordance with the provisions of SFAS No. 123R, (i) unmodified awards granted
prior to but not vested as of December 31, 2005 accounted for under APB No. 25 and (iii) awards outstanding as of
December 31, 2005 that were modified after the adoption of SFAS No. 123R.

The Company calculated employee stock-based compensation expense recognized during the years ended
December 31, 2007 and 2006 based on awards ultimately expected to vest and reduced it for estimated forfeitures.
SFAS No. 123R requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent
periods if actual forfeitures differ from those estimates.
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The following table summarizes the consolidated stock-based compensation expense by line items in the
consolidated statement of operations:

Year Ended

December 31,
_2007 2006
Research and develOpment . .. ... .. .t i e $ 939 § 207
Salesand marketing . . . .. ... . e 674 322
General and administrative . . . . . oot e e e 2,186 1,211
Total stock-based cOmMpPeNsation EXPENSE . . .. ..o vt en e oat e $3,799  $1,740

As a resukt of adopting SFAS No. 123R on January 1, 2006, the Company’s net loss for the years ended
December 31, 2006 and 2007 was higher by $877 and $3,387, respectively, net of tax effect, than if the Company
had continued to account for stock-based compensation under APB No. 25. Basic and diluted net loss per share for
the years ended December 31, 2006 and 2007 would have been $0.18 and $0.15 lower than if the Company had not
adopted SFAS No. 123R.

Consolidated net cash proceeds from option exercises were $225 and $194 for the year ended December 31,
2007 and 2006, respectively. The Company realized no income tax benefit from stock option exercises during the
year ended December 31, 2007 and 2006. As required, the Company presents excess tax benefits from the exercise
of stock options, if any, as financing cash flows rather than operating cash flows.

During 2006, the Company modified five additional option agreements, including grants made to two
members of the Company's Board of Directors. The modifications included the repricing of one option for
50 shares of common stock from $4.80 per share to $3.57 per share and accelerating the vesting of four other grants
totaling 27 shares of common stock. The Company recorded a charge of $100 in connection with these modi-
fications for the year ended December 31, 2006. Total incremental compensation costs resulting from the
modifications were $104. During 2007, the Company modified one option agreement. The modification involved
the acceleration of the vesting of one grant totaling | share of common stock. The Company recorded a charge of $5
in connection with this modification for the year ended December 31, 2007.

At December 31, 2007, the Company had $8,962 of total unrecognized compensation expense under
SFAS No. 123R, net of estimated forfeitures, related to stock option plans that will be recognized over a
weighted-average period of 2.88 years.

Non-Employee Stock Options

During the years ended December 31, 2005, 2006 and 2007, the Company granted options to purchase 1, 1 and
4, shares of common stock, respectively, to non-employees at exercise prices ranging from $3.90 to $11.00 and with
contractual terms generally of five years. The Company determined estimated fair value on the grant date using the
Biack-Scholes option pricing model and the following assumptions: dividend yield of 0%, expected volatility of
100%, risk-free interest rate of 3.77% to 4.90% and contractual lives of 5 to 10 years. The Company accounts for
stock options, which vest over the service period, using the variable accounting model and re-measures them each
accounting period. Compensation expense related to options granted to consultants was $253 during the year ended
December 31, 2006 and $9 during the year ended December 31, 2007. During the year ended December 31, 2005,
the Company cancelled options issued to consultants in prior years. As these options were not vested at the time of
cancellation, the Company reversed the expense recognized in previous years totaling $227 relating to the unvested
portion of these options. Net compensation expensc related to options granted to consultants during the year ended
December 31, 2005 was ($210).
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Restricted Stock

During the year ended December 31, 2007, the Company granted 4 shares of restricted stock to a director of the
Company who had elected to receive restricted stock in lieu of an option grant, The restricted stock vests as to 50%
of the shares after six months and thereafter will vest pro rata monthly for the next six months. The Company did not
grant any restricted stock during the years ended December 31, 2006 or 2005.

401(k) Defined Contribution Plan

The Company sponsors a 401(k) defined contribution plan covering all employees. In December 2007, the
Board of Directors approved the matching of employee contributions beginning in April 2008, Matching contri-
butions 1o the plan are in the form of cash and at the discretion of the Company. To date, there have been no
employer contributions under this plan. ‘

NOTE 14 — INCOME TAXES 5

The components of loss before income taxes and curnulative effect of change in accountmg principle by tax
Jurisdiction were as follows:

Year Ended December 31,

2007 2006, 2005
United States . . ... ..o e e (L2207 % (3,714 $(12,197)
Foreign . ... .. .. e {2,370) (6,411) {7,010y -
Loss before income taxes and cumulative effect of change in :
accounting prinCiple . . .. ...t e $(3,591)  $(12,125)  $(19,207)

The components of income tax benefit/(provision) were as follows:
Year Ended December 31,

2007 2006 2005
Current:
Federal . ..o e $5652) 8. — 5 —
SEAE . v v e e e e (20) (1 (1
Foreign . . ... e 56 {568) (241)
(16}  (569) (242)
Deferred: , |
Federal . ..o . e e e e e — e —
State . . e e — . — —
Foreign ... ... o e 281 384 1,863
281 384 1,863
Total
Federal ... .. . . e (52) — —
SEALE © v o v et e e e e e (20) (1) (1)
Foreign . . . e 337 (1834y 1,622

$265  $(185) $1.621
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The difference between the actual rate and the federal statutory rate was as follows:

Tax at federal statutory rate . . . ... .. ... L e
State tax, net of federal benefit. ... ... .. ... . ... oL
Foreign rate differential . ... ... ... .. ... ... ... . o
Research and development credit .. ........ ... ... . .. . ...
Acquired in-process research and development . ... ... ... .......
United Kingdom research and development refund .. ... ...
Withholding taxes .. ...... ... .. . i

Deferred tax assets and liabilities consist of the following:
December 31, 2007

Year Ended December 31,
2007 2006 2005

S 340% 34.0% 34.0%
.. ©6 19 37
. (32 (1.6 (1D
.77 22 19
.06 @42 —
U U ) - —
(18D (3.9 (0.9)
L. L @y (1.8
. (L) (250) (26.8)

74% (1.5)% 8.4%

December 31, 2006

. Us Foreign Total Us Foreign ‘Total
Deferred tax assets:
Fixedassets ................... $ 90 $ 238 $ 428 $ 113 § 256 § 369
Net operating loss carryforwards . . . . 9,098 1,659 11,447 11,325 3,176 14,501
Accruals, reserves and other ....... 1,426 146 1.572 424 143 567
Stock-based compensation. . . ... ... 979 272 1,251 n 101 472
Research and development credit. . . . 753 — 753 954 — 954
Total deferred assets . .......... 12,446 2,315 15,451 13,187 3,676 16,863
Deferred tax liabilities:
Macrospace and iFone intangible
HSSEIS © vttt — (1,020) (1,020) — (1,73%) {1,735)
MIG intangible assets . ......... .. — (2,656} (2,656) — — —
Other ... ..o (92) (1 (93) (176) (575) (751)
Net deferred tax assets . ............ 12,354 (1,362) 11,682 13,011 1,366 14,377
Less valuation allowance. ......... (12,354)  (1,294)  (14,338) (13,011} (1.366) (14,377)
Net deferred tax liability . ... ........ $ - $(2,656) $ (2.656) $ - $ — % -

The Company has not provided deferred taxes on unremitted earnings attributable to foreign subsidiaries

because these earnings are intended to be reinvested indefinitely.

In accordance with SFAS No. 109 and based on all available evidence on a jurisdictional basis, the Company
believes that, it is more likely than not that its deferred tax assets will not be utilized, and has recorded a full

valuation allowance against its net deferred tax assets in each jurisdiction.

At December 31, 2007, the Company has net operating loss carryforwards of approximately $23,833 and
$23,272 for federal and state tax purposes, respectively. These carryforwards will expire from 2011 to 2026. In
addition, the Company has research and development tax credit carryforwards of approximately $901 for federal
income tax purposes and $915 for California tax purposes. The research and development tax credit carryforwards
will begin to expire in 2021. The California state research credit will carry forward indefinitely. The Company has
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approximately $384 of foreign tax credits from the current year that will expire in 2017, and approximately $52 of
federal and $20 of state alternative minimum tax credits that will carryforward indefinitely. In addition, at
December 31, 2007, the Company has net operating loss carryforwards of approximately $5,923 for United
Kingdom tax purposes.

The Company’s ability to use its net operating loss carryforwards and federal and state tax credit carryforwards
to offset future taxable income and future taxes, respectively, may be subject to restrictions attributable to equity
transactions that result in changes in ownership as defined by Internal Revenue Code Section 382. Total net
operating losses of $5,923 are available in the United Kingdom, however, of those losses $5,098 are limited and can
only offset a portion of the annual combined profits in the United Kingdom until the net operating losses are fully
utilized.

The Company adopted the provisions of FIN 48 on January 1, 2007. The total amount of unrecognized tax
benefits as of the date of adoption was $575. The recognition of the uncertain tax benefits above would not have an
impact to our effective tax rate due to the valuation allowance on our deferred tax assets.

The Company’s policy is to recognize interest and penalties refated to unrecognized tax benefits in income tax
expense. As part of purchase accounting for the acquisition of MIG in December 2007, the Company recorded a
liability of $2,650 of interest and penalty for the People’s Republic of China (“PRC") prior to the acquisition of
MIG. The Company did not accrue any additional interest and penalties on uncertain tax positions during the current
period.

A reconciliation of the total amounts of unrecognized tax benefits at December 31!, 2007 is as follows:

Balance at January 1, 2007, .. . ... . $ 575
Additions based on uncertain tax positions due to acquisitions. . .. ................... 1,153
Additions based on uncertain tax positions related to the current period. . .............. 367
Additions based on uncertain tax positions related to prior periods .. ............ ... ., 113
Balance at December 31,2007 .. ... ... . .. ... $2,208

As of December 31, 2007, approximately $135 of unrecognized tax benefits, if recognized, would impact our
effective tax rate. The remaining balance, if recognized, would adjust our goodwill from acquisitions or would
adjust our deferred tax assets which are subject to valuation allowance.

The Company is subject to taxation in the United States and various foreign jurisdictions. The material
Jjurisdictions subject to examination by tax authorities are primarily the State of California, United States, United
Kingdom and the PRC. The Company’s federal tax return is open by statute for tax years 200t and forward and
could be subject to examination by the tax authorities. The Company’s California income tax returns are open by
statute for tax years 2001 and forward. The statute of limitations for the Company’s 2005 tax return in the United
Kingdom wili close in 2008. The Company’s PRC income tax returns are open by statute for tax years 2002 and
forward. In practice, a tax audit, examination or tax assessment notice issued by the PRC tax authorities does not
represent finalization or closure of a tax year.

NOTE 15 — SEGMENT REPORTING

Statement of Financial Accounting Statements No. 131, Disclosures about Segments of an Enterprise and
Related Information, establishes standards for reporting information about operating segments. It defines operating
segments as components of an enterprise about which separate financial information is available that is evaluated
regularly by the chief operating decision-maker, or decision-making group, in deciding how to allocate resources
and in assessing performance. The Company’s chief operating decision-maker is its Chief Executive Officer. The
Company’s Chief Executive Officer reviews financial information on a geographic basis, however these aggregale
into one operating segment for purposes of allocating resources and evaluating financial performance. Accordingly,
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the Company reports as a single operating segment — mobile games. It attributes revenues to geographic areas
based on the country in which the carrier’s principal operations are located.

The Company generates its revenues in the following geographic regions:
Year Ended December 31,

2007 2006 2005
United States of AMEIiCa. . . ... vttt e i $35,997 $25475 514917
United Kingdom . ... ... . i 6,813 4,810 3,115
Americas, excluding the USA ... ... ... ... ... o oo 5,284 2,704 987
EMEA, excluding the United Kingdom ..................... 15,421 10,715 5,542
LR, o« ettt e e e 3,352 2,462 1,090

$66,867 346,166  $25,6531

The company attributes its fong-lived assets, which primarily consist of property and equipment, to a country
primarily based on the physical location of the assets. Property and equipment, net of accumulated depreciation and
amortization, summarized by geographic location was as follows: :

Year Ended December 31,

. 2007 2006 2005
AMEIICAS + v v v e e et e ettt e et et e et e e $1,806 $1,956  $2.311
EME A .. .ot e e e 1,146 1,407 395
[0 137~ oA 865 117 137

$3.817 $3,480 52,843

NOTE 16 — RESTRUCTURING

During December 2003, the Company undertook restructuring activities to reduce operating expenses. The
Company eliminated 27 positions, of which 17 were in research and development, 4 in sales and marketing and 6 in
general and administrative. A restructuring charge of $450 was recorded in December 2005, including $225 in the
United States and $225 in Europe. Of these costs, a total of $177 was paid in December 2005 and the remainder was
paid in the first quarter of 2006. No restructuring activities took place during the years ended December 31, 2007 or
2006,

NOTE 17 — SUBSEQUENT EVENTS

In January 2008, the Company announced a tender offer to purchase all of the outstanding shares of Superscape
Group plc (“Superscape”), a leading developer and publisher of mobile games. The acquisition of Superscape will
expand Glu's presence in the United States and add significant development and publishing capabilities to the
Company's existing resources. The offer price of 10 pence in cash for each Superscape share values Superscape’s
entire issued and to be issued share capital at approximately $36.6 million (based on the March 7, 2008 closing
exchange rate between British pound sterling and United States dollar of $1.9969). The Company declared the
tender offer unconditional in March 2008. As of March 21, 2008, the Company owned or had received acceptances
in respect of approximately 92.97% of the existing share capital of Superscape. Payment for shares is required to be
made within fourteen days of when such shares are tendered.
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In March 2008, the Company’s Board of Directors adopted the 2008 Equity Inducement Plan (the “Inducement
Plan”). The Inducement Plan does not require the approval of the Company’s stockholders. The Company has
reserved 600 shares of its common stock for grant and issuance under the Inducement Plan. The Company may only
grant NSOs under the Inducement Plan. Grants of NSO under the Inducement Plan may only be made to persons not
previously an employee or director of the Company, or following a bona fide period of non-employment, as an
inducement material to such individual’s entering into employment with the Company and to provide incentives for
such persons to exert maximum efforts for the Company’s success. The Company may grant NSOs under the
Inducement Plan at prices less than 100% of the fair value of the shares on the date of grant, at the discretion of its
Board of Directors. The fair value of the Company’s common stock is determined by the last sale price of such stock
on the Nasdaq Global Market on the date of determination. The Inducement Plan does not provide the Board of
Directors the ability to grant restricted stock awards, stock appreciation rights, restricted stock units, performance
shares and stock bonuses.

S
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures pursuant to Rule 13a-15 under the Securities Exchange Act
of 1934 as amended (the “Exchange Act”). In designing and evaluating the disclosure controls and procedures,
management recognizes that any controls and procedures, no matter how well designed and operated, can provide
only reasonable assurance of achieving the desired control objectives. In addition, the design of disclosure controls
and procedures must reflect the fact that there are resource constraints and that management is required to apply its
judgment in evaluating the benefits of possible controls and procedures relative to their costs.

Based on our evaluation, our chief executive officer and chief financial officer concluded that, as of
December 31, 2007, our disclosure controls and procedures are designed at a reasonable assurance level and
are effective to provide reasonable assurance that information we are required to disclose in reports that we file or
submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified
in SEC rules and forms, and that such information is accumulated and communicated to our management, including
our chief executive officer and chief financial officer, as appropriate, to allow timely decisions regarding required
disclosure.

Internal Control over Financial Reporting

Because we are not an “accelerated filer” or “large accelerated filer” (as those terms are defined in Rule 12b-2
under the Securities Exchange Act of 1934, as amended), this Annual Report on Form 10-K does not include a
report of management’s assessment regarding internal controf over financial reporting or an attestation report of our
independent registered public accounting firm due to a transition period, established by the rules of the SEC for
newly public companies.

This Annual Report on Form 10-K does not include a report of management’s assessment regarding internal
control over financial reporting or an attestation report of the Company’s independent registered public accounting
firm due to a transition period established by rules of the Securities and Exchange Commission for newly public
companies. At the end of the 2008, Section 404 of the Sarbanes-Oxley Act will require our management to provide
an assessment of the effectiveness of our internal control over financial reporting, and our independent registered
public accounting firm will be required to audit management’s assessment. We are in the process of performing the
system and process documentation, evaluation and testing required for management to make this assessment and for
its independent auditors to provide its attestation report. We have not completed this process or its assessment, and
this process will require significant amounts of management time and resources. In the course of evaluation and
testing, management may identify deficiencies that will need to be addressed and remediated.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during our fourth fiscal
quarter that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting

Item 9B. OTHER INFORMATION

None.
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PART 111

Itern 10,  Directors, Executive Officers and Corporate Governance

Except as set forth below, the information required by this item is incorporated by reference to our Proxy
Statement for our 2008 Annual Meeting of Steckholders to be filed with the SEC within 120 days after the end of the
fiscal year ended December 31, 2007,

We maintain a Code of Business Conduct and Ethics that incorporates our code of ethics applicable to all
employees, inctuding all officers. Our Code of Business Conduct and Ethics is published on the Investors page of
our Web site at www.glu.com. We intend to disclose future amendments to certain provisions of our Code of
Business Conduct and Ethics, or waivers of such provisions granted to executive officers and directors, on this Web
site within four business days following the date of such amendment or waiver.

w

Item 11. Executive Compensation

The information required by this item is incorporated by reference to our Proxy Statement for aur 2008 Annual
Meeting of Stockholders to be filed with the SEC within 120 days after the end of the fiscal year ended December 31,
2007.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

~ The information required by this item is incorporated by reference to our Proxy Statement for our 2008 Annual
Meeting of Stockholders to be filed with the SEC within 120 days after the end of the fiscal year ended December 31,
2007, '

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this itern is incorporated by reference to our Proxy Statement for our 2008 Annual
Meeting of Stockholders to be fited with the SEC within 120 days after the end of the fiscal year ended December 31,
2007. '

Item 14. Principal Accounting Fees and Services

The information required by this item is incorporated by reference to our Proxy Statement for our 2008 Annual
Meeting of Steckholders to be filed with the SEC within 120 days after the end of the fiscal year ended December 31,
2007.

PART IV

Item 15. Exhibits and Financial Statement Schedules

(a)(1) Financial Statements: The financial statements filed as part of this report are listed on the index to
financial statements on page 56.

(2) Financial Schedules: No separate “Valuation and Qualifying Accounts” table has been included as the
required information has been included in the Consolidated Financial Statements included in this Annual Report on
Form |0-K prepared herein.

(b) Exhibits. The exhibits listed on the Exhibit Index (following the Signatures section of this report) are
included, or incorporated by reference, in this annual report.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, on March 31,
2008, the Registrant has duly caused this Annual Report to be signed on its bebalf by the undersigned, thereunto
duly authorized.

GLU MOBILE INC.

By:/s/ L. Gregory Ballard

L. Gregory Ballard
Chief Executive Officer

/s/  Albert A. Pimentel

Albert A. Pimentel
Chief Financial Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes
and appoinis Albert A, Pimentel as his attorney-in-fact, each with the power of substitution, for him in any and all
capacities, to sign any amendments to this Annual Report on Form 10-K, and to file the same, with exhibits thereto
and other documents in connection therewith with the Securities and Exchange Commission, hereby ratifying and
confirming all that said attorney-in-fact, or his substitute or substitutes, may do or cause to be done by virtue hereof,

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the
following persons in the capacities and on 1he dates indicated.

Signature Title Date
/s/ L. Gregory Ballard President and Chief Executive Officer March 31, 2008
(L. Gregory Ballard) (Principal Executive Officer)
/s/  Albert A. Pimentel Executive Vice President and Chief March 31, 2008
(Albert A. Pimentel) Financial Officer (Principal Financial
Officer)
/s/  Erc R. Ludwig Vice President, Finance and Assistant March 31, 2008
(Eric R. Ludwig) Secretary (Principal Accounting Officer)
fs/  Daniel L. Skaff Director March 31, 2008

(Daniel L. Skaff)

/s/  Ann Mather Director March 31, 2008
{Ann Mather)

fs/ William J. Miller Director March 31, 2008
(William J. Miller)
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Signature

/s/  Richard A. Moran

(Richard A. Moran)

fs/ Hany M. Nada

{Hany M. Nada)

fsf  A. Brooke Seaweli

(A. Brooke Seawell)

/s/  Sharon L. Wienbar

(Sharon L. Wienbar)
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Exhibit
Number

2.01

2.02
2.03
3.01

3.02
4.01
4.02

1001
10.02

10.03

10.04
10.05

10.06

10.07+

Exhibit Index

Exhibit Description

Agreement and Plan of Merger, dated as of
November 28, 2007, by and among Glu Mobile Inc.,
Maverick  Acquisition Corp., Awaken Limited,
Awaken (Beijing) Communications Technology Co.
Ltd., Beijing Zhangzhong MIG Information
Technology Co. Ltd., Beijing Qinwang Technology
Co. Ltd., each of Wang Bin, Wang Xin and You Yanli,
and Wang Xin, as Representative.

Recommended Cash Offer by Glu Mobite Inc. for
Superscape Group ple.

Form of Acceptance, Authority and Election by Glu
Mobile Inc. for Superscape Group plc.

Restated Certificate of Incorporation of Glu Mobile
Inc.

Amended and Restated Bylaws of Glu Mobile inc.
Form of Registrant’s Common Stock Certificate.

Amended and Restated Investors’ Rights Agreement,
dated as of March 29, 2006, by and among Glu Mobile
Inc. and certain investors of Glu Mobile Inc. and the
Amendment No, 1 and Joinder to the Amended and
Restated Investor Rights Agreement dated May 3,
2006, by and among Glu Mobile Inc. and certain
investors of Glu Mobile Inc.

Form of Indemnity Agreement.

2001 Stock Option Plan, form of option grant used
from December 19, 200} to May 2, 2006, form of
option grant used from December 8, 2004 to May 2,
2006 and forms of option grant used since May 2,
2006.

2007 Equity Incentive Plan and forms of (a) Notice of
Stock Option Grant, Stock Option Award Agreement
and Stock Option Exercise Agreement, (b) Notice of
Restricted Stock Award and Restricted Stock
Agreement, (c) Notice of Stock Appreciation Right
Award and Stock Appreciation Right Award
Agreement, (d) Notice of Restricted Stock Unit
Award and Restricted Stock Unit Agreement and
(e} Notice of Stock Bonus Award and Stock Bonus
Agreement.

2007 Employee Stock Purchase Plan.

Lease Agreement at San Mateo Centre 11 and 111 dated
as of January 23, 2003, as amended on June 26, 2003,
December 5, 2003, October 11, 2004 and May 31,
20035, by and between CarrAmerica Realty, L.P. and
Glu Mobile Inc.

Sublease dated as of August 22, 2007, between Oracle
USA, Inc., and Glu Mobile Inc.

BREW Application License Agreement dated as of
February 12, 2002 by and between Cellco Partnership
(d.b.a. Verizon Wireless) and Glu Mobile Inc.
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Form

8-K

8-K

8-K

S5-1/A

S-1/A
S-1/A
S-1

S-1
S5-1/A

S-1/A

S-1/A
S-1

8-K

S-I/A

File No.

Filing
Exhibit Date

Provided
Herewith

001-33368

001-33368

001-33368

333-139493

333-139493
333-139493
333-139493

333-139493
333.139493

333-139493

333-139493
333-139493

001-33368

333-139493

2.01  12/03/07

2.01  01£25/08

2.02 01/25/08

3.02 02/14/07

3.04 02/14/07
4.01 02/14/07
402 12/19/06

10.01  12/19/06
10.02  01/22/07

10.03  02/16/07

10.03  02/16/07
10.05 12/19/06

10.1  08/28/07

10.11.1 01/10/07
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Exhibit Filing  Provided
Number Exhibit Description m File Nu. Exhibit Ihate Herewith
10.08+ BREW Developer Agreement dated as of November 2, S-1/A 333-139493  10.11.2 01110/07
2001, as amended, by and between Qualcomm Inc. and
Glu Mobile Inc.
10.09  Offer Letter Agreement dated September 17, 2002 by -1 333-139493 10.14  [2/19/06
and between Alessandro Galvagni and Glu Mobile Inc.
10.10  Offer Letter Agreement dated September 22, 2003 by  S-1 333-139493 10.15 12/19/06
and between L. Gregory Ballard and Glu Mobile Inc.
10.11 Offer Letter Agreement dated December 22, 2003 by  §-1 333.1394903 10.16 12/19/06
and between Jill S. Braff and Glu Mobile Inc.
10.12  Offer Letter Agreement dated September 23, 2004 by §-1 333-139493 10.17 12/19/06
and between Albert A. Pimentel and Glu Mobile Inc.
10.13  Loan and Security Agreement dated as of May 2, 2006  S-1 333-139493 10.19 12/19/06
by and between Pinnacle Ventures LLC and the
Registrant.
10.14  Form of Warrant dated as of May 2, 2006 by and  S-1 333-139493 10.20 12/19/06
between Pinnacle Ventures [ Equity Holdings LLC and
Glu Mobile Inc., by and between Pinnacle Ventures 1
Affiliates, L.P. and Glu Mobile Inc., and by and
between Pinnacle Ventures 11 Equity Holdings, LLC
and Glu Mobile Inc.
10.15  Form of Severance and Change in Control Agreement  S-1 333-139493 10.23  12/19/06
dated as of March 22, 2006 by and between L. Gregory
Ballard and Glu Mobile Inc., and by and between
Albert A. Pimentel and Glu Mobile Inc.
10.16  Summary of Bonus Plan of Glu Mobile Inc. S-1 333-139493 1024 12/19/06
12.17  Loan and Security Agreement dated as of February 14,  S-1/A  333-139493 10.28. 03/06/07
2007, as amended, by and between Silicon Valley
Bank and Glu Mobile Inc.
10,18 Form of Warrant to Purchase Common Stock issued  S-1/A 333-139493 103t 03/06/07
February 28, 2007 by Glu Mobile Inc. to Granite
Global Ventures I, L.P. and to TWI Glu Mobile
Holdings Inc.
10.19  Written Consent and Agreement to Coovert entered  S-U/A 333-139493 10.32  03/06/07
into as of February 28, 2007 by and among Glu Mobile
Inc. and Granite Global Ventures 11, L.P. and TWI Glu
Mobile Holdings Inc,
21.01  List of Subsidiaries of Glu Mobile Inc.
2331 Consent of PricewaterhouseCoopers LLP, independent
registered public accounting firm.
24.01  Power of Attorney (included on page 97).
3101 Certification of Principal Executive Officer Pursuant
to Securities Exchange Act Rule 13a-14(a).
31.02  Certification of Principal Financial Officer Pursuant to

Securities Exchange Act Rule 13a-14(a).

101

RO




Incorporated by Reference

Exhibit Filing  Provided
Number Exhibit Description Form Fite No. Exhibit Date Herewith
32.01  Certification of Principal Executive Officer Pursuant X

to 18 U.S.C. Section 1350 and Securities Exchange
Act Rule 13a-14(b).*

32.02  Certification of Principal Financial Officer Pursuant to X
18 U.S.C. Section 1350 and Securities Exchange Act
Rule 13a-14(b}.*

+ Confidential treatment has been requested with respect to selected portions of this agreement pursuant to an
application for confidential treatment by Glu Mobile Inc.

* This certification is not deemed “filed” for purposes of Section 18 of the Securities Exchange Act, or otherwise
subject to the liability of that section. Such certification will not be deemed to be incorporated by reference into
any filing under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that Glu
Mobile Ine. specifically incorporates it by reference.
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